Avista Corp. A

1411 EastMission PO Box3727 »IviISTA
Spokane, Washington 99220-3727
Telephone 509-489-0500 cor p'

TollFree  800-727-9170

August 8, 2002

State of Idaho

Idaho Public Utilities Commission
Statehouse

Boise, ID 83720

Attention: Ms. Jean Jewell, Secretary

Submission of PCA Status Report and
Application for Continuation of PCA Surcharge

Enclosed for filing with the Commission is an original and seven copies of the Company’s Status
Report on its Power Cost Adjustment (PCA) mechanism and Application for Continuation of the
existing PCA surcharge. The surcharge was authorized by the Commission in Order No. 28876
in Case No. AVU-E-01-11. Also enclosed is an original and nine copies of supporting
testimony, 3 copies of associated workpapers and an electronic version of the filing on a compact
disc.

The existing tariff sheet Sixth Revision Sheet 66 sets forth rates to recover power costs in excess
of costs presently included in rates and represents a 19.4%% increase over present rates to all
classes of retail customers. The Company requests that the current PCA tariff be authorized for
another 12 months, from October 12, 2002 through October 11, 2003.

In addition to the items listed above, please find enclosed a Certificate of Service, a copy of the
Press Release the Company will be issuing on August 9, 2002, as well as a copy of the Customer
Notice. The Company will begin mailing the notice of the proposed surcharge continuation to all
customers on August 12, 2002.

Please direct any questions regarding this filing to Don Falkner at (509) 495-4326 or Ron
McKenzie at (509) 495-4320.

Sincerely,

Pty s
Kelly NoMvood

Vice-President, Rates and Regulation

Enc.
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Kelly O. Norwood

Vice-President, Rates and Regulation

1411 E. Mission Avenue

P. O. Box 3727

Spokane, Washington 99220

Phone: (509) 495-4267, Fax: (509) 495-8856

BEFORE THE IDAHO PUBLIC UTILITIES COMMISSION

IN THE MATTER OF THE SUBMISSION OF THE )
STATUS REPORT OF AVISTA CORPORATION ) CASE NO. AVU-E-
AND APPLICATION FOR A CONTINUATION OF )
A POWER COST ADJUSTMENT (PCA) )
SURCHARGE )

I. INTRODUCTION

Avista Corporation doing business as Avista Utilities (hereinafter Avista or Company), at
1411 East Mission Avenue, Spokane, Washington, respectfully files the status report as required by
the Commission' , and requests the Commission for an order approving recovery of power costs
deferred through June 30, 2002 and granting continuation of the PCA surcharge of 19.4% currently
scheduled to expire on October 11, 2002. This surcharge was authorized by this Commission in
Order No. 28876 in Case No. AVU-E-01-11.

Pursuant to the above referenced Order, this filing, along with the attached testimony and

associated workpapers (incorporated herein by reference), serve as the status report which was

~ required to be filed 60 days prior to the expiration of the term of the surcharge. The Company has

developed a straightforward filing and requests that the status report and continuation request be

! As stated by the Commission at page 1 of its Order No. 28876: “We direct the Company to file a status report 60
days prior to the expiration of the term. If that status report and our review of the actual PCA deferral balance

AVISTA’S APPLICATION FOR PCA SURCHARGE CONTINUATION PAGE 1
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processed under the Commission’s Modified Procedure rules. As the Company will explain in this
filing, continuation of the current surcharge is not only justified by the current level of unrecovered
power cost deferrals, but is essential to the continued improvement in the financial health of the
Company and efforts to regain an investment grade credit rating as soon as possible.

Due to the high levels of deferred energy costs and other uncertainties, and despite approval
by the Commission of the current PCA surcharge, the Company’s credit ratings were lowered by
credit rating agencies to below investment grade in October of 2001. Over time, the added financing
costs resulting from continuing to be below investment grade would work to the detriment of
customers.

Communications in reference to this Application should be addressed to:

Kelly O. Norwood David J. Meyer

Vice-President, Rates and Regulation Senior Vice-President and General Counsel
Avista Corporation Avista Corporation

1411 E. Mission Avenue 1411 E. Mission Avenue

Spokane, Washington 99220 Spokane, Washington 99220

Phone: (509) 495-4267 Phone: (509) 489-0500

Fax: (509) 495-8856 Fax: (509) 495-4361

II. CONTINUATION REQUEST
On page 1 of Order 28876, the Commission directed the Company to “file a status report”
60 days prior to the expiration of the surcharge term and went on to state, “If that status report and
our review of the actual PCA deferral balance supports continuation of the surcharge, we anticipate
continuation of the surcharge for an additional period.” The current status of the unrecovered PCA

deferral balance as of June 30, 2002 is $45,600,228 for our Idaho jurisdiction.

supports continuation of the surcharge, we anticipate continuation of the surcharge for an additional period.”

AVISTA’S APPLICATION FOR PCA SURCHARGE CONTINUATION PAGE 2
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Through this filing, the Company is requesting that the Commission continue the PCA
surcharge for an additional 12 months, through October 11, 2003. Continuing the existing surcharge
for an additional 12 months would provide recovery of an additional $23.6 million of the deferral
balance. Although the June 30, 2002 deferral balance of $45.6 million indicates that the current
surcharge would need to stay in place beyond October 2003, in keeping with the Commission’s
previous decision to keep “a period consistent with existing PCA methodology,” the Company
requests at this time that the surcharge stay in place for another 12-month period.

As explained in testimony by Mr. Ron McKenzie, Schedule 66 would remain unchanged.
The existing Schedule 66 contains the currently effective surcharge rates that the Company is
requesting be extended for an additional twelve months. Under the Special Terms and Conditions
on the tariff is a statement that, “The rates set forth under this Schedule are subject to periodic review
and adjustment by the IPUC based on the actual balance of deferred power costs.”

Monthly reports have been filed with the Commission Staff regarding actual PCA deferral
entries to date. To facilitate Staff’s review, additional copies of those reports have been included
with this filing and have also been provided to Potlatch Corp. who intervened in AVU-E-01-11. As
already noted, the Company requests that this filing be processed under Commission’s Modified
Procedure rules noting that the request is for a continuation of a previously authorized surcharge
under the long-standing PCA mechanism. The rates associated with this surcharge would not change

as a result of this filing.

AVISTA’S APPLICATION FOR PCA SURCHARGE CONTINUATION PAGE 3
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III. DEFERRED COST BALANCES AND
POWER SUPPLY CONDITIONS

The deferral balance of $45.6 million at June 30, 2002 is shown below, together with the
changes in the balance since June 30, 2001. Mr. McKenzie’s testimony explains each of the changes
in the deferral balance and Mr. Norwood’s testimony provides additional explanation of the factors

causing the deferral entries of $48.4 million for the period July 2001 through June 2002.

Deferral balance at June 30, 2001 $30,007,057
Deferrals July 2001 through June 2002 48,442,371
Transfer of under-rebate -49,073
Transfer of under-surcharge 342,069
PGE monetization accelerated amortization -20,783,521
Interest 2,764.590
Subtotal — Account 186.38 balance at June 30, 2002 60,723,493
Revenues collected October 12, 2001 — June 30, 2002 -15,123,265 *
Unrecovered balance at June 30, 2002 $45,600,228
*(8 ¥4 months)

As was explained in last year’s PCA surcharge filing, hydroelectric generation through June
2001 for Avista was the lowest in the 73 years of record. As Mr. Norwood explains in his testimony,
the Company continued to experience those very low streamflow conditions through the remainder
of 2001. The record low hydroelectric conditions in 2001 required the Company to purchase energy
in the forward short-term wholesale market to replace the lost generation and cover its energy
deficiencies. These purchases were made at unprecedented high wholesale market prices, and caused
deferral balances to increase substantially. The extraordinary power supply circumstances through
mid-2001, especially the record low streamflows, continued to impact the Company’s power cost
deferral balances for the remainder of the year and into 2002. In fact, of the deferrals of $48.4
million recorded between July 2001 and June 2002, approximately $46 million occurred during the

last half of 2001 with the remaining $2 million occurring in the first half of 2002.

AVISTA’S APPLICATION FOR PCA SURCHARGE CONTINUATION PAGE 4
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Mr. Norwood will also address measures taken by the Company to mitigate the increased
power costs, such as increased operation of its thermal resources, aggressively pursuing conservation
and load curtailment programs. However, the costs associated with the hydroelectric conditions, the
cost of short-term market purchases and increased thermal fuel costs have exceeded the benefits

these measures provided.

IV. FINANCIAL IMPLICATIONS

Attachment 1 includes a chart showing the electric deferral balance for the Idaho jurisdiction
for each month of the 12-month period ending June 30, 2002 and shows the $45.6 million balance
at June 30, 2002. Investor concerns surrounding cash flows, deferral balances and the ability to
recover costs in a timely manner have had an impact on the Company’s financings that continues
today.

As stated earlier, Avista’s credit ratings are below investment grade and the rating agencies
characterize the Company’s outlook as negative. This is evidenced in Standard & Poor’s July 22,
2002 listing of “U.S. Electric/Gas/Water Companies,” included as Attachment 2, where Avista is
ranked 304th out of 320 utilities rated by S&P. Because of Avista’s present credit ratings, debt is
more expensive. It is imperative for both the Company and our customers that Avista continue to
improve its financial condition so that investment grade credit ratings can be restored. The

Company’s current credit ratings are summarized in the table below:

Standard & Poor’s Moody’s Fitch, Inc.
Avista Corporation
Corporate/Issuer rating BB+ Bal BB+
Senior secured debt BBB- Baa3 BBB-
Senior unsecured debt BB+ Bal BB+
Preferred stock BB- Ba3 BB

AVISTA’S APPLICATION FOR PCA SURCHARGE CONTINUATION PAGE 5
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On a positive note, the Company renewed its short-term line of credit on May 21, 2002,
where the Company entered into a committed line of credit with various banks in the total amount
of $225.0 million. The line of credit expires on May 20, 2003 and replaces the $220.0 million line
of credit that expired on May 29, 2002. It is important for the Company to regain an investment
grade credit rating as soon as possible so that longer term debt can be refinanced on more reasonable
terms, benefiting customers with lower debt-related costs. Credit ratings will take time to be restored
and continuation of the current surcharge is one of the keys for the Company to continue to improve
its financial condition.

As explained in more detail in the testimony of Mr. Ronald McKenzie, the Company
requests that the carrying charge applied to the unamortized PCA deferral balance be increased from
the current customer deposit rate to a level more reflective of the longer-term nature of the recovery
period. The Company’s embedded cost of debt as of June 30, 2002 is 8.88%, incorporating both
long and short-term debt. However, the Company proposes that the carrying charge be increased to
arate of 6%, as was recently authorized for Idaho Power.

The Company needs continued access to capital on reasonable terms to continue operations,
to refund maturing debt, and to pay for facilities to serve customers. Commission support and action

through continuation of the surcharge is important in that regard.

V. NO TARIFF CHANGES
The rates set forth under the proposed PCA Schedule 66 reflect an annual revenue surcharge

amount of $23.6 million, or 19.4%. As proposed by the Company, the Schedule 66 rates would not

AVISTA’S APPLICATION FOR PCA SURCHARGE CONTINUATION PAGE 6
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change. The use of the deferred credit related to the monetization of the Portland General Electric
(PGE) Sale Agreement as an offset to the power cost deferral balance to reduce the overall rate
impact to customers will continue through the end of 2002. After that point, the ongoing PCA
deferral entries will be adjusted to reflect the fact that the PGE credit has been fully returned to
customers.

The Company proposes the continuation of the surcharge for a 12-month period, beginning
October 12, 2002 and continuing through October 11, 2003. The Company would again will file
prior to the expiration of that term, and propose continuation of the surcharge as necessary to allow

recovery of any unrecovered PCA balance at that time.

VII. REQUEST FOR RELIEF

The Company respectfully requests the Commission for an order approving recovery of
power costs deferred through June 30, 2002 and granting continuation of the PCA surcharge of
19.4% through October 11, 2003. The Company also requests that the interest rate being applied to
the unrecovered PCA deferral balance be increased to 6% to reflect the longer-term recovery period
for these deferrals. The Company submits that this status report filing and request for the
continuation of the existing surcharge is straightforward and warrants expedited processing under
the Commission’s Modified Procedure rules so that the surcharge would continue to allow recovery
of power supply costs incurred to serve our customers, thereby reducing the size of the PCA deferral

balance.

AVISTA’S APPLICATION FOR PCA SURCHARGE CONTINUATION PAGE 7
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Dated at Spokane, Washington this 8™ day of August 2002.

AVISTA CORPORATION

BY ‘7% & /Jﬂ"w/az?/

Kelly O. Ndfwood

Vice-President, Rates and Regulation

AVISTA’S APPLICATION FOR PCA SURCHARGE CONTINUATION

PAGE 8
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VERIFICATION
STATE OF WASHINGTON )
)
County of Spokane )

Kelly O. Norwood, being first duly sworn on oath, deposes and says: That he is the
Vice-President, Rates and Regulation of Avista Corporation and makes this verification for and on
behalf of said corporation, being thereto duly authorized;

That he has read the foregoing filing, knows the contents thereof, and believes the same to
be true.

‘764[;,/ &, /\/mbﬂzzi

SIGNED AND SWORN to before me this_¥**day of August 2002, by Kelly O. Norwood.

NOTARY PUBLIC in and %or'the State of
Washington, residing at Spokane.

Commission Expires: _© / / 7/ 05

AVISTA’S APPLICATION FOR PCA SURCHARGE CONTINUATION PAGE 9
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Utility Credit Rankings

The following list contains Standard & Poor's Ratings, Gutlooks, and “Stable” indicates that ratings are not likely to change; and "Developing”
Business Profiles for utilities. This list, dated July. 18, 2002, reflects the most means ratings may be raised or lowered. N.M. means not meaningful.
current ratings, rankings, and outlooks. it is arranged by corporate credit rat- -
ing categories. Within corporate credit rating categories, issuers are grouped
by Outiooks; and within Outlook categories, issuers are listed by RELATIVE
STHENGTH, with the first baing the strongest, and the last being the weakest.

Utility business profiles are categorized from 1 {strong} to 10 {weak). In order
to determine a utility's business profile, Standard & Poor's analyzes the fol-
lowing qualitative business or operating characteristics typical of a utility:
markets and service area economy; competitive position; fuel and power

A Standard & Poor’s rating Outlook assesses the potential direction of an supply; operations; asset concentration; regulation; and management.
issuer's long-term debt rating over the intermediate to longer term. in deter- Telecommunications companies have not been assigned businass profiles.
mining a rating Outiook, consideration is given to any changes in the eco- Issuer credit ratings, shown as long-term rating/outiook or CreditWatch/
nomic and/or fundameantal business conditions. An Outiook is not necessarily short-term rating, are local and foreign curmency unless otherwise noted. A
a precursor of a rating change or future CreditWatch action. “Positive” indi- dash '—' indicates not rated. An asterisk **' indicates that the utifity was
cates that a rating may be raised; “Negative” means a rating may be lowered; reviewed this week and its ranking position was updated.

U.S. Hectric/Gas/Water Companies

Company Corporate Credit Rating Bus. Prof. Company Corporate Credit Rating  Bus. Prol.
Nicor Gas Co. B AA/Stable/A-1+ 3 ONEOK Inc. A/Stable/A-1 5
Nicor inc. AA/Stable/A-1+ 3 Boston Gas Co. A/Stable/— 3
Baton Rouge Water Works Co. (The) AA/Stable/— 2 Colonial Gas Co. A/Stable/— 3
Madison Gas & Electric Co. AA/Negative/A-1+ 5 Massachusetts Electric Co. A/Stable/A-1 3
Narragansett Electric Co. A/Stable/A-1 3
Washington Ges Light Co. AA-/Stable/A-1+ 2 New England Power Co. A/Stable/A-1 3
WGL Holdings Inc. AA-/Stable/A-1+ 3 Niagara Mohawk Power Corp. A/Stable/— 4
. California Water Service Co. AA-fStable/— 3 Natiohal Grid USA A/Stable/A-1 3
Wisconsin Public Service Corp. AA-/Stable/A-1 4 NSTAR A/Stable/A-1 k]
Peoples Gas Light & Coke Co. AA-/Negative/A-1+ 3 Boston Edison Co. A/Stable/A-1 3
North Shore Gas Co. AA-/Negative/A-1+ 3 Commonwealth Eiectric Co. A/Stable/— 3
Elizabethtown Water Co. AA-/Negative/~— 3 NSTAR Gas Co. A/Stabie/— 3
Elizabethtown Corp. AA-/Negative/— 4 Cambridge Electric Light Co. A/Stable/— 3
Buckeye Partners L.P. AfStable/— 4
Southem California Water Co. A+/Stable/— 3 _ KeySpan Generation LLC A/Stable/— 4
Southern California Gas Co. A+/Stable/A-1 2 KeySpan Corp. A/Stable/A-1 3
San Diego Gas & Electric Co. A+/Stable/A-1 5 Wisconsin Gas Co. A/Stable/A-1 3
American States Water Co. A+/Stable/— 3 Wisconsin Electric Power Co. A/Stable/A-1 4
Philadelphia Suburban Water Co. At/Stable/— 2 Wisconsin Power & Light Co. A/Stable/A-1 4
Consolidated Edison Co. of New York inc.  A+/Stable/A-1 3 Virginia Electric & Power Co. A/Stable/A-1 4
Consolidated Edison Inc. A+/Stable/A-1 3 MidAmerican Energy Co. A/Stable/A-1 4
‘Orange and Rockland Utilities inc. A+/Stable/A-1 3 Mississippi Power Co. A/Stable/A-1 4
Rockland Electric Co. A+/Stable/— 4 Alabama Power Co. A/Stable/A-1 4
KeySpan Energy Delivery New York A+/Stable/— 2 Gulf Power Co. AfStable/— 4
KeySpan Energy Delivery Long island A+/Stable/— 2 Georgia Power Co. A/Stable/A-1 4
Laclede Gas Co. A+/Stable/A-1 3 Savannah Electric & Power Co. A/Stable/— 4
Laclede Group Inc. A+/Stable/— 3 Southern Co. A/Stable/A-1 4
Otter Tail Power Co. A+/Stable/A-1 6 Equitable Resources Inc. A/Stable/A-t 5
WPS Resources Corp. A+/Stable/A-1+ 5 Atlantic City Sewerage Co. A/Stable/— 3
Questar Gas Co. A+/Negative/— 2 Beckley Water Co. A/Stable/— 4
Questar Pipeline Co. A+/Negative/— 3 Public Service Co. of North Carofina Inc.  A/Negative/A-1 3
Peoples Energy Corp. A+/Negative/A-1 4 South Carolina Electric & Gas Co. A/Negative/A-1 4
Union Electric Co. A+/CW-Neg/A-1 4 SCANA Corp. A/Negative/— 4
Central fltinois Public Service Co. A+/CW-Neg/A-1 3 Florida Power & Light Ce. A/CW-Neg/A-1 4
Ameren Corp. A+/CW-Neg/A-1 5 FPL Group Inc. A/CW-Neg/— 6
*Duke Energy Corp. A+/CW-Neg/A-1 5 FPL Group Capital A/CW-Nag/A-1 8
*Duke Capital Corp. A+/CW-Neg/A-1 6 Northwest Natural Gas Co. A/CW-Neg/A-1 3
*Texas Eastern Transmission LP. A+/CW-Neg/— 4
*PanEnergy Corp. A+/CW-Neg/— 4 IDACORP Inc. A-/Positive/A-2 5
Idaho Power Co. A-/Positive/A-1 4
New Jersey-American Water Co. A/CW-Pos/— 3 United Water New Jersey A-/Stable/— 3
Central Hudson Gas & Electric Co. AfPositive/— 3 United Water Works A-/Stable/— 3
New Jersey Natural Gas Co. A/Positive/A-1 2 NOVA Gas Transmission Ltd. A-/Stable/— 2
Aquarion Co. ’ A/Stable/— 3 TransCanada Pipelines Ltd. A-/Stable/— 2
BHC Co. A/Stable/— 2 Atlanta Gas Light A-/Stable/— 2
Middlesex Water Co. A/Stable/— 3 Alabama Gas Corp. A-/Stable/— 2
Colonial Pipeline Co. ) A/Stable/A-1 3 Energen Corp. A-/Stable/— [
Montana-Dakota Utilities Co. A/Stable/— 4 AGL Resources Inc. A-/Stable/— 3
MDU Rasources Group Inc. A/Stabie/A-1 5 American Transmission Co. A-/Stable/A-2 2
Piedmont Natural Gas Co. Inc. A/Stable/— 3 Interstate Power & Light Co. A-/Stable/A-2 5
‘ Back to
Table of Contents
Next Page } Page 11 July 22, 2002 Standard & Poor's Utilities & Persoectives
Attachment No. 2
Case No. AVU-E-
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Utility Credit Rankings
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U.S. Electric/Gas/Water Companies

Company Corporate Credit Rating Bus. Prof. Company Corporate Credit Rating  Bus. Prol.
Alliant Energy Corp. A-/Stable/A-2 5 Columbus Southern Power Co. BBB+/Stable/— 2
Alliant Energy Resources Inc. A-/Stable/A-2 8 Indiana Michigan Power Co. B8BB+/Stable/— L)
PGRE Gas Transmission-Northwest A-/Stable/A-2 2 Kentucky Powsr Co. BBB+/Stable/— 3
PPL Electric Utilities Corp. A-/Stable/A-2 4 Ohio Power Co. BBB+/Stable/— 2
Baltimore Gas & Electric Co. A-/Stable/A-1 3 Public Service Co. of Oklahoma BBB+/Stable/— 3
Atmos Energy Corp. A-/Stable/A-2 4 Southwestern Electric Power Co. BBB+/Stable/— 3
Kinder Morgan Energy Partners LP. A-/Stable/A-2 4 Waest Texas Utilities Co. BBB+/Stable/— 2
Indiana Gas Co. Inc. A-/Stable/A-2 2 AEP Resources Inc. BBB+/Stable/— 7
Southem Indiana Gas & Electric Co. A-/Stable/— 5 American Electric Power Co. Inc. BBB+/Stable/A-2 5
Vectren Energy Delivery of Ohio A-/Stable/~ 4 Waest Penn Power Co. BBB+/Stable/A-1 2
Vectren Utility Holdings A-/Stable/A-2 4 Potomac Edison Co. BBB+/Stable/A-1 2
Vectren Corp. . A-/Stable/— 4 Monongahela Power Co. BBB+/Stable/A-1 2
PECO Energy Co. A-/Stable/A-2 4 Allegheny Energy Inc. BBB+/Stable/A-1 5
Commonwealth Edison Co. A-/Stable/A-2 4 Allegheny Generating Co. BBB+/Stable/A-2 7
Exelon Generation Co. A-/Stable/— 8 Allegheny Energy Supply Co. LLC BBB+/Stable/A-2 7
Exelon Corp. A-/Stable/A-2 6 Detroit Edison Co. BBB+/Stable/A-2 6
Sempra Energy A-/Stable/A-1 4 MCN Energy Enterprises Inc. BBB+/Stable/A-2 8
Wisconsin Energy Corp. A-/Stable/A-2 5 DTE Enterprises BBB+/Stable/— 6
Consteflation Energy Group Inc. A-/Stable/A-1 6 DTE Energy-Co. BBB+/Stable/A-2 B
Deimarva Power & Light Co. A-/Stable/A-2 3 Cinergy Corp. BBB+/Stable/A-2 5
PacifiCorp A-/Negative/A-1 4 Cincinnati Gas & Electric Co. . BBB+/Stable/— 4
Oklahoma Gas & Electric Co. A-/Negative/— 4 PSI Ensrgy inc. BBB+/Stable— 4
OGE Energy Corp. A-/Negative/A-2 5 Union Light Heat & Power Co. BBB+/Stable/— 4
Enogex Inc. A-/Negative/— 6 Cleco Utility Group Inc. BBB+/Stable/A-2 )
Northern Border Pipeline Co. A-/Negative/— 3 Cleco Corp. BBB+/Stable/A-2 6
Northem Border Partners LF. A-/Negative/— 3 Potomac Electric Power Co. BBB+/Stable/A-2 3
National Fuel Gas Co. A-/Negative/A-2 S Conectiv BBB+/Stabie /A-2 4
Tampa Electric Co. A-/Negative/A-2 4 Atlantic City Electric Co. BBB+/Stable/A-2 3
TECO Energy Inc. A-/Negative/A-2 5 Allete Inc. BBB+/Stable/A-2 7
Teco Finance Inc. A-/Negative/— 8 Southern Union Co. BBB+/Stable/— k]
UGl Utilities Inc. A-/Negative/— 4 Providence Gas Co. BBB+/Stable/— 3
Duke Energy Trading and Marketing LLC ~ A-/CW-Neg/— 8 Valiey Gas Co. BBB+/Stable/— 4
Kem River Gas Transmission Co. A-/CW-Neg/— 4 Valley Resources Inc. BBB+/Stable/— 5
PG&E Energy Trading Holdings Co. BBB+/Stable/— 8
Louisville Gas & Electric Co. BBB+/CW-Pos/A-2 4 Northwest Pipeline Co. BBB+/Stable/A-2 3
Kentucky Utilities Co. BBB+/CW-Pos/A-Z 4 TXU U.S. Holdings B8BB+/Stable/A-2 5
AmerenEnergy Generating Co. BBB+/CW-Pos/— 7 TXU Electric Delivery Co. BBB+/Stable/A-2 5
LG&E Energy Corp. BBB+/CW-Pos/— 6 TXU Energy Co. BBB+/Stable/A-2 5
LG&E Capital Corp. BBB+/CW-Pos/A-2 8 TXU Cerp. BBB+/Stable/A-2 5
South Jersey Gas Co. BBB+/Stable/— 3 Northem States Power Wisconsin BBB+/Negative/— 4
Reliant Energy inc. BBB+/Steble/A-2 3 Midwest Independent Transmission
Reliant Energy Resources Corp. BBB4+/Stable/A-2 3 Systam Operator Inc. BBB+/Negative/— 3
El Paso Natural Ges Co. BBB+/Stable/A-2 4 Florida Power Corp. BBB+/Negative/A-2 4
Tennesses Gas Pipeline Co. BBB+/Stable/A-2 4 Carolina Power & Light Co BBB+/Negative/A-2 5
ANR Pipeline Co. BBB+/Stable/— 4 Florida Progress Corp. BBB+/Negative/A-2 5
Pepco Holdings inc. BBB+/Stable/A-2 4 Progress Energy Inc. BBB+/Negative/A-2 5
Colorado Interstate Gas Co. BBB+/Stable/— 3 Connecticut Natura! Gas Corp. BBB+/Negative/— 3
Coastal Corp. BBB+/Stable/— 6 Southern Connecticut Gas Co. 88B+/Negative/— 3
Southern Natural Gas Co. BBB+/Stable/— 4 Central Mainie Power Co. BBB+/Negative/A-2 3
El Paso Corp. BBB+/Stable/A-2 6 New York State Electric & Gas Corp. BBB+/Negative/A-2 4
El Paso Tennessse Pipeline Co. BBB+/Stable/— 4 Energy East Corp. BBB+/Negative/— 3
Cascade Natural Gas Corp. BBB+/Stable/— 3 Rochaster Gas & Electric Corp. BBB+/Negative/— 5
NorthWaestern Corp. BBB+/Stable/— 5 RGS Energy Group Inc. BBB+/Negative/— 5
Connecticut Light & Power Co. BBB+/Stable/— 4 Dayton Power & Light Co. BBB+/Negative/A-2 4
Westarn Massachusetts Electric Co. BBB+/Stable/— 4 DPL Inc. BBB+/Negative/A-2 6
Public Service Co. of New Hampshire BBB+/Stable/— 5 Portland Genera! Electric Co. BBB+/CW-Neg/A-2 4
Northeast Utilities BBB+/Stable/— 5
Consolidated Natural Gas Co. BBB+/Stable/A-2 5 TEPPCO Partners L.P. BBB/Stable/— 4
Dominion Rasources Inc. BBB+/Stable/A-2 5 TE Products Pipeline Co. LP BBB/Stable/— 4
Northwestern Energy LLC BBB+/Stable/A-2 4 Florida Gas Transmission Co. BBB/Stable/— 2
Arizona Public Service Co. BBB+/Stable/A-2 3 NUI Corp. BBB/Stable/— 3
Maui Electric Co. Ltd. BBB+/Stable/A-2 6 Kinder Morgan Inc. BBB/Stable/A-2 5
Hawaiian Electric Light Company BBB+/Stable/A-2 6 PPL Energy Supply LLC 88B/Stable/— 7
Hawaiian Electric Co. Inc. BBB+/Stable/A-2 6 PPL Corp. BBB/Stable/A-2 7
Central Power & Light Co. BBB+/Stable/— 2 Public Service Electric & Gas Co. BBB/Stable/A-2 3
Appalachian Power Co. BBB+/Stable/~— 3 PSEG Power LLC BBB/Stable/— 7
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Company Corporate Credit Rating Bus. Prof. Company Corporate Credit Rating  Bus. Prof.
Public Service Enterprise Group Inc. BBB/Stable/A-2 6 Green Mountain Power Corp. B8B-/Positive/— 7
PSEG Enargy Holdings, Inc. BBB/Stable 8 El Paso Electric Co. BBB-/Stable/— 6
Bangor Hydro-Electric Co. 888/Stable/— 5 Mirant Americas Generating Inc. BBB-/Stable/— 7
Entergy Arkansas Inc. BBB/Stable/-— 6 Mirant Corp. BBB-/Stable/A-3 7
Entergy Louisiana inc. BBB/Stable/— 6 Mirant Americas Energy Marketing BBB-/Stable/— 8
Entergy Mississippi Inc. BBB/Stable/-— 7 Entergy Gulf States Inc. BBB-/Stable/— 6
Entergy New Orleans Inc. BBB/Stable/~ 7 System Energy Resources inc. BBB-/Stable/— 7
Entergy Corp. BBB/Stable/— 6 Central Vermont Public Service Corp. BBB-/Stable/— 6
Pinnacle West Capital Corp. BBB/Stable/— 5 Texas-New Mexico Power Co. BBB-/Stable/— 5
Pinnacle West Energy Corp. BBB/Stable/~— 7 Public Service Co. of New Mexico BBB-/Stable/— 6
Hawaiian Electric Industries inc. BBB/Stable/A-2 6 Pugst Sound Energy Inc. BBB-/CW-Dev/A-3 5
Great Plains Energy Inc. BBB/Stable/~— [ Washington Natural Gas Co. BBB-/CW-Dev/A-3 5
Kansas City Power & Light Co. BBB/Stable/A-2 6 Puget Sound Power & Light Co. B8BB-/CW-Dev/A-3 5
Duke Energy Field Services LLC BBB/Stable/A-2 [ Puget Energy Inc. BBB-/CW-Dev/A-3 [
Black Hills Power Inc. BBB/Stable/— 5 Northern Natural Ges Co. BBB-/CW-Dev/— 3
Black Hills Corp. BBB/Stable/A-2 7 Southwest Gas Corp. BBB-/Negative/— 4
Potomac Capital investment Corp. BBB/Stable/A-2 7 Indianapolis Power & Light Co. BBB-/Negative/— 4
Empire District Electric Co. BBB/Stable/A-2 5 IPALCO Enterprises Inc. BBB-/Negative/— 4
Xcel Enargy inc. BBB/Negative/A-3 6 Hlinois Power Co. BBB-/CW-Neg/A-2 6
Northem States Power Co. BEB/Nagative/A-3 4 Dynegy Holdings Inc. BBB-/CW-Neg/A-3 6
Southwastem Public Service Co. BBB/Negative/A-3 4 Hlinova Corp. BBB-/CW-Neg/— 7
Public Service Co. of Colorado BBB/Negative/A-3 4 Dynegy Inc. BBB-/CW-Neg/A-3 7
NRG Energy Inc. BB8B/Negative/ [
PacifiCorp Group Holdings Co. BBB/Negative/A-2 4 El Paso Energy Partners LP. BB+/Positive/— 6
Jersey Cantral Power & Light Co. BBB/Nsgative/A-2 4 Market Hub Partners Storage LP. BB+/Stable/-— 7
Pennsylvania Electric Co. BBB/Negative/A-2 5 Sonat Energy Services Co. BB+/Stable/~— 9
Metropolitan Edison Co. BBB/Negstive/A-2 5 Western Gas Resources Inc. -BB+/Stable/— 7
Ohio Edison Co. BBB/Negative/— ] Westar Energy Inc. BB+/Negative/— 6
Cleveland Electric Hiuminating Co. BBB/Negative/— 6 Avista Corp. BB+/Negative/— 5
Toledo Edison Co. BBB/Negative/— 6 AmeriGas Partners LP. BB+/Negative/— 5
FirstEnergy Corp. BBB/Negative/— 6
GPU Inc. BBB/Negative/A-2 5 Tucson Electric Power Co. BB/Stable/— 6
Southwestern Energy Co. BBB/Negative/— 8 Southern California Edison Co. BB/CW-Dev/— 8
Duquesne Light Co. BBB/Negative/A-2 4 *Consumers Energy Co. B8B/Negative/— 6
DQE inc. BBB/Negative/A-2 5 *CMS Panhandla Pipeline Cos. BB/Negative/— 4
Williams Gas Pipe Line Central BBB/Negative/A-2 3 *CMS Energy Carp. - BB/Negative/— 6
Transcontinental Gas Pipe Line Corp. BBB/Nagative/A-2 3
Texas Gas Transmission Corp. BBB/Negative/A-2 4 Heating il Partners LP. B+/Stable/~— 3
The Williams Cos. Inc. BBB/Negative/A-2 3 Sierra Pacific Power Co. B+/CW-Neg/B 5
NiSource Inc. BBB/Negative/A-2 4 Nevada Power Co. B+/CW-Neg/B [
Columbia Energy Group BBB/Negative/— 4 Siarra Pacific Resources B+/CW-Neg/— 5
Bay State Ges Co. BBB/Negative/— 3 EQTY Energy Partners LP. B+/CW-Neg/— 8
Northem Indiana Public Service Co. BBB/Negative/— 5
SEMCO Energy inc. BBB/Negative/— 3 Edison International B-/Developing/— 8
Reliant Resources Inc. BBB/CW-Neg/A-2 7
Reliant Mid-Atiantic Holding LLC BBB/CW-Neg/— 7 Transwestern Pipeline Co. CC/CW-Dev/— 5
Orion Power Holdings inc. BBB/CW-Neg/— 7 !
Aquila Inc. BBB/CW-Neg/A-2 6 Pacific Gas & Electric Co. 0/—/D 9
Aquita Marchant Services Inc. BBB/CW-Neg/—— 8 Enron Corp. Df—/— 6
Azurix Corp. D/—/— 4
Central lllinois Light Co. BBB-/CW-Pos/— 4 -
CILCORP BBB-/CW-Pos/— 4
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I. INTRODUCTION

Q. Please state your name, employer and business address.

A. My name is Kelly O. Norwood. I am employed as the Vice-President of Rates and
Regulation by Avista Corporation at 1411 East Mission Avenue, Spokane, Washington.

Q. Please briefly describe your educational background and professional experience.

A. Iam a graduate of Eastern Washington University with a Bachelor of Arts Degree in
Business Administration, majoring in Accounting. I joined the Company in June 1981. Over the
past 21 years I have spent approximately ten years in the Rates Department with involvement in
cost of service, rate design and revenue requirements. I have spent approximately eleven years in
the Energy Resources Department (power supply and natural gas supply) in a variety of roles
with involvement in resource planning, system operations, resource analysis, negotiation of
power contracts, and risk management. I was appointed Vice-President of Rates and Regulation
in August 2001.

Q. What is the scope of your testimony in this proceeding?

A. Iwill summarize the Company’s request to extend the existing 19.4% surcharge for
an additional 12-month period. I will provide a brief overview of the Company’s current
financial situation and provide a status report on the Company’s Idaho Power Cost Adjustment
(“PCA”) balance. My testimony will also explain the PCA deferrals for the period July 2001
though June 2002 and the conditions that caused the Company to incur the deferred power costs.

I am sponsoring Exhibit ______ (KON-1) through Exhibit ____ (KON-5) for
identification, which were prepared under my direction.

Q. Would you please summarize the Company’s request in this filing?
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A. Yes. Through this filing, the Company is complying with the requirement from
Order No. 28876 in Case No. AVU-E-01-11 to file a status report regarding PCA deferrals.
Avista is requesting that the Commission approve recovery of PCA costs deferred through June
30, 2002, and grant continuation of the existing PCA surcharge for the 12-month period ending
October 11, 2003. The Company is also requesting a modification to the deferral carrying charge
interest rate from 4.0% to 6.0% as explained in the testimony of Mr. McKenzie. The higher
interest rate would more accurately reflect the higher cost to finance these power cost deferrals

over a multi-year period.

II. FINANCIAL SITUATION

Q. Would you please provide an overview of Avista’s current financial situation?

A. Yes. Avista is continuing to take the steps necessary to improve the financial health
of the Company following the impacts of the adverse hydroelectric and market price conditions
experienced in 2000 and 2001. Despite the efforts by the Company, and the electric rate
surcharges implemented in the fall of 2001 to begin recovering deferred power costs, the
Company's credit ratings dropped below investment grade in October 2001, causing increased
borrowing costs to the Company and ultimately to its customers. Over time, the added interest
costs resulting from being below investment grade will continue as existing debt matures and
must be refinanced. It is important for Avista to regain an investment grade credit rating as soon
as possible to reduce these borrowing costs.

In order to improve its financial condition, the Company has scaled back and sold

subsidiary businesses, sold one-half of the Coyote Springs II generating project currently under
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construction, and made significant cuts to its capital and operations and maintenance (O&M)
costs. In 2002 hydroelectric generation conditions have returned to more normal levels and the
Company’s cash-flow situation has improved. In addition, the Company was able to renew its
existing short-term line of credit on May 21, 2002, where the Company entered into a committed
line of credit with various banks of $225.0 million. This new line of credit expires in May 2003.

In spite of these improvements, however, Avista’s credit ratings remain below investment
grade and the financial analysts continue to characterize the Company’s outlook as negative. In
Standard & Poor’s July 22, 2002 listing of “U.S. Electric/Gas/Water Companies,” attached as
pages 1 through 3 of Exhibit __ (KON-1), Avista is ranked 304™ out of 320 utilities rated by
S&P. It is important for both the Company and our customers that Avista continue to improve its
financial condition so that investment grade credit ratings can be restored. The continued
recovery of deferred power costs through extension of the existing PCA surcharge is a critical
component, as the Company continues to work toward an investment grade credit rating.

Q. What are Avista’s current credit ratings?

A. Avista’s credit ratings are presented in the following table:

Standard & Poor’s Moody’s Fitch, Inc.
Avista Corporation
Corporate/Issuer rating BB+ Bal BB+
Senior secured debt BBB- Baa3 BBB-
Senior unsecured debt BB+ Bal BB+
Preferred stock BB- Ba3 BB

II1. SUMMARY OF DEFERRED POWER COSTS
Q. Please briefly describe the power cost deferrals during the period July 2001

through June 2002.
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A. The deferrals for the period July 2001 through June 2002 totaled $48,442,371 for
the Company’s Idaho jurisdiction. Of that total, approximately $46 million occurred during the
last six months of 2001 when the Company was still experiencing the costs associated with the
record-low streamflow conditions and high wholesale market prices. The Company paid high
prices for power to cover energy deficiencies caused primarily by the record-low streamflow
conditions, and to protect the Company against the extremely high prices predicted for the
summer of 2001. Deferrals for the first six months of 2002 have totaled only $2.1 million, as
compared to the $46 million for the last six months of 2001. This reflects a return to near normal
hydroelectric conditions, among other changes. A summary of the deferrals for the period is
shown on Exhibit ___ (KON-2).

The largest contributors to the deferrals were purchased power expenses and thermal fuel
expense. The increase in purchased power expenses resulted from the increased need for power
purchases due primarily to record-low hydroelectric conditions and the high power prices. The
increased thermal fuel expense is due primarily to higher natural gas prices and increased
generation.

The table below shows a breakdown of the major components of the deferrals during the
period. We have provided as workpapers the monthly deferral reports that detail the specific

accounts and other costs that contributed to the deferrals during the period.
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Major Components of PCA Deferrals
July 2001 - June 2002

Purchased Power $39,034,724
Sales for Resale -$8,393,600
Thermal Fuel Expense $11,100,868
Leased Small Gen Costs $3,830,643
Buy Back Expense $2,169,263
Centralia O&M Credit -$2,817,996
Retail Revenue Adjustment $4,695,328
Potlatch Contract Change -$1,365,540
Wood Power Amortization $412,131
Other -$223,450
Total Deferrals $48,442,371

IV. CONDITIONS THAT CAUSED THE DEFERRED POWER COSTS

Q. Please briefly describe the hydroelectric generation conditions during the deferral
period of July 2001 through June 2002.

A. Avista experienced streamflow conditions in 2001 that produced the lowest
hydroelectric generation output in the 73 years for which records have been kept. Under normal
water conditions, Avista would expect to generate 554 aMW from its hydroelectric resources
(owned and contracted). In a critical water year, Avista would expect hydroelectric generation of
approximately 150 aMW below normal. The hydroelectric generation for 2001 was 369 aMW,
which is 185 aMW below the normal level of 554 aMW. This is well below what would be
expected for even the worst year in the 73 years for which records have been kept. In the first
half of 2002 hydroelectric conditions returned to near normal levels. As indicated earlier,
deferrals for the last six months of 2001 totaled approximately $46 million, but were only $2.1
million for the first six months of 2002. Because of the greatly reduced hydroelectric generation
in 2001, the Company was required to purchase power for the second half of 2001 at high

wholesale market prices. These record-low hydroelectric generation conditions and the high
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wholesale market prices were explained in some detail in the Company’s previous PCA surcharge

filing in August 2001.

V. MITIGATING MEASURES TAKEN BY AVISTA

Q. Please explain Avista’s efforts to mitigate the costs incurred by the Company during
the deferral period.

A. The Company implemented a variety of measures all aimed at mitigating the
Company’s price exposure in the face of very low streamflow conditions and very high and
volatile power prices in the forward market. The Company took a portfolio approach that
included acquiring both demand-side and supply-side resources to cover its energy deficiencies.

A brief description of some of the measures taken by the Company to cover its
deficiencies and mitigate increased costs is provided below. Additional details related to many

of these measures are included in workpapers provided with this filing.

1. Communication of market conditions and conservation messages to customers.
The Company communicated the challenges facing the electric utility industry and Avista
to its customers through bill inserts, advertisements in the local newspaper, radio and TV
media beginning in December 2000. Many advertisements were run in several different
media including direct mail, customer education programs, radio, TV, and print. In a
mid-June 2001 survey, 87% of Avista customers recalled seeing Company advertising
specifically about conservation, and 73% of those customers said they had taken some
action to reduce energy use as a result of the advertising messages. There are no costs in
the PCA deferral account associated with this measure. Additional information related to
these efforts is provided in workpapers.

2. Escalation of energy efficiency efforts.
The Company accelerated its energy efficiency efforts. The programs targeted measures
that offered retail customers immediate electric savings through proven efficiency
technologies. Over 688,000 compact fluorescent lamps were distributed, 8,350 rooftop
HVAC units were tuned, and 952 gas water heaters were installed. These programs, and

Norwood, Di
Avista
Page 6




ok
O VOO bW

BADADADLLLLLWWWLWLWN NN
RO SRS R AR R RO R BB IR REBNREBoxIaaRrooR

other efficiency measures, tripled the amount of energy savings the Company would
otherwise achieve on an annual basis. The costs associated with these energy efficiency
measures were charged to the DSM Tariff Rider account. There are no costs in the PCA
deferral account associated with this measure.

Retail Buy-Back Programs.

The Company received approval from the Commission to implement three “buy-back”
programs, including programs for industrial customers, irrigation customers, and all other
customers. The buy-back programs were designed to provide benefits to the specific
customers reducing their load, as well as all other customers of the Company. At the time
the programs were put into place they represented a lower-cost means to serve load
requirements than purchasing additional energy in the wholesale market. The IPUC
approved the Company’s request to terminate the all-customer program early, because it
was no longer economic. Additional information related to the programs is included in
the workpapers.

Filed for a modification of the air permit for the Rathdrum combustion turbines.
As the Company entered 2001, it could operate the two Rathdrum units a total of 6600
hours per unit per year. Because of the high electric market prices, the Company filed to
extend the hours of operation for Rathdrum to 8424 hours per unit per year. Otherwise,
Avista would have had to shut the units down once the operating hour limit was reached.
During the first half of 2001, the Company proceeded to operate Rathdrum at full load in
anticipation of receiving the permit modification. Running the units at full load avoided
making additional expensive purchases from the wholesale market. The Company
received the new permit in October 2001. There are no costs in the deferral account
associated with the permit modification.

Purchased spare parts for Rathdrum to reduce down-time during maintenance.
Because of the increased operation of the Rathdrum turbines, it was necessary to schedule
maintenance on the units in the spring of 2001. Under normal conditions, the Company
would ship out key parts of one unit at a time to be reconditioned while other on-site
maintenance was performed on the unit. The normal maintenance schedule would have
been 12 to 14 weeks. Because of the high price of power, however, the Company located
and purchased a spare set of parts to reduce the down-time for maintenance to only four
weeks. The Company avoided additional high-priced purchases from the wholesale
market during the weeks that maintenance would have otherwise occurred. There are no
costs in the deferral account associated with this measure.

Gained permission for increased operation of Northeast Combustion Turbines.
Under the existing air emissions permit for the Northeast Turbines, the units are allowed
to run approximately 500 hours per year. On the initiative of the Company, Avista was
able to successfully negotiate agreements that granted permission to run the units for
additional hours. The Company received permission to run the units for additional hours
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in August and September 2000, and beginning again February 21, 2001 and continuing
through the Governor’s Energy Supply Alert. Additional information is provided in the
workpapers.

Delayed delivery of BPA exchange obligation under the WNP-3 agreement.

Under a provision of the WNP-3 Agreement, the Bonneville Power Administration
(BPA) called on over 200,000 MWh of energy for the months of January - April and June
2001, to be provided by Avista at a price based on the operating costs of the Northeast
Combustion Turbines. Through negotiations initiated by Avista, BPA agreed to delay the
delivery of energy until the fourth quarter of 2001, and relieve Avista of further
obligations under the Settlement Agreement for the 2000/2001 operating year. At the
time of the transaction, the estimated benefits to Avista’s customers by delaying the
deliveries was $6.1 million. Additional information is provided in the workpapers.

Inter-Month Exchanges: Purchase and sale.
In April 2001 Avista was near load/resource balance for the third quarter of 2001, but was

deficient energy in July and surplus in September. On April 18, 2001, the Company
entered into an exchange transaction, where Avista purchased 50 aMW from a third party
for July 2001 at $490/MWH, and sold 50 aMW to the same party for September at
$480/MWH. The difference in price was caused by the difference in market prices for
the two months. The simultaneous sale of energy in September preserved, or hedged, the
value of the surplus, as compared to a simple purchase of energy in July to cover the
deficiency.

Inter-Month Exchange: Exchange of energy.

On April 12, 2001, the Company entered into an exchange transaction, where Avista
agreed to deliver 60 aMW to a third party in September 2001, in exchange for receipt of
50 aMW from the same party in July 2001. Avista was energy deficient in July, but
surplus in September. The market price was higher in July than in September, which
accounted for the difference in the energy deliveries. The agreement to exchange energy
in this manner, preserved, or hedged, the value of the surplus in September, as compared
to a simple purchase of energy in July at a cost of approximately $490/MWH to cover the
deficiency.

Leased temporary generation resources (30 MW of capability).

The Company selected a variety of generation projects that could be installed quickly and
run on natural gas or diesel fuel. The Company leased 20 diesel units (20 megawatts) and
located them at Avista’s Devil’s Gap substation, and also leased six units (10 megawatts)
that run on a combination of natural gas and diesel, and located them at Avista’s Kettle
Falls generating station site. These units were dispatchable and did not have to run if
purchasing energy in the short-term market was less costly. The decision to pursue these
projects allowed the Company to avoid additional high-cost purchases of energy from the
short-term wholesale market, and represented a "call option” to the Company for the
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amount of energy available from the units.

12.  Purchased additional small generation resources.
In addition to the leased projects, the Company acquired generation sites and equipment,
and initiated permitting on new generation to be owned by Avista. Projects were selected
that could be installed quickly. The Company completed the Boulder Park project that
includes six gas-fired reciprocating engines for a total of 25 MW. The Company also
initiated plans to install a 23 MW combustion turbine at Othello, Washington and two
gas-fired reciprocating engines at the Spokane Industrial Park (SIP). Subsequent to the
drop in the electric power market in the second half of 2001, the Othello project was
cancelled. The SIP Project was also cancelled, however the Company is currently
evaluating the possible installation of the two units at the Boulder Park site. The decision
to pursue these projects allowed the Company to avoid additional high-cost purchases of
energy from the short-term wholesale market, and represented a "call option” to the
Company for the amount of energy available from the units.
As is evident from the list above, the Company implemented a wide variety of

measures, involving both demand-side and supply-side resources, to cover its energy

deficiencies caused primarily by the record-low streamflow conditions, and to mitigate the costs

associated with the high and volatile power prices. Again, many of these mitigating measures,

among others, were explained in the Company’s previous PCA surcharge filing in August 2001.

VI. POWER PURCHASES

Q. How did power purchases contribute to the deferrals during the period?

A. The cost of purchasing power for the period greatly exceeded the normalized level
of power purchase expense. As indicated earlier, this was due primarily to the record-low
streamflow conditions and the extremely high wholesale market prices. Higher power purchase
expenses account for $39 million, or 81%, of deferrals during the period.

Q. Would you please describe the specific short-term purchases made by the
Company?

Norwood, Di

Avista
Page 9




10

11

12

13

14

15

16

17

18

19

20

21

22

A. Yes. The Company entered into a mix of short-term wholesale transactions ranging
in terms from one-hour to one-year to balance the Company’s resources with its load
requirements. The Company layered in purchases over time, including heavy-load, light-load,
and flat products, as needed to meet the specific requirements of the Company’s system. The
Company also entered into Qarious inter-month exchanges (see mitigating measures explained
earlier) to balance out its loads and resources across months.

In early 2001, as the Company was looking forward to the summer and fall of 2001,
power prices were high and indications were that they would get even higher. The Company
choose to purchase sufficient power ahead of time to meet load obligations rather than risk going
into the summer in a short position with the possibility of paying potentially much higher prices
or being in a position of not being able to serve loads.

Q. Why did the Company make purchases to cover summer deficiencies?

A. As stated earlier, indications were that the electricity shortage situation was only
going to get worse as the hottest summer weather arrived. During the spring months of 2001,
Avista’s hydroelectric generation forecasts continued to decline significantly, forward market
prices continued to climb, California warned of a large number of potential rolling black-outs for
the upcoming summer, and federal policy-makers in Washington D.C. were persistent that price
caps would not be imposed as a solution to the high market prices in the West.

Given these conditions, the Company chose to cover its deficiencies in the summer
months in advance rather than risk the potential for even higher prices as the summer drew
nearer. As an example, Northwest market prices in December 2000 for daily purchases traded as

high as $5,000/MWh, as shown in an excerpt from the December 11, 2000 Megawatt Daily,
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attached as page 1 of Exhibit ____ (KON-3). Page 2 of the Exhibit includes an excerpt from the
same report and states that "balance-of-the-month sold for $2,000 at Mid-C and January there
sold for $800 for a third consecutive day." Pages 3 - 5 of Exhibit ____ (KON-3) include
references to statements by federal policymakers, as late as June 14, 2001, related to their refusal
to implement price caps in the West to mitigate wholesale market prices.

Thus, in light of the high volatility of market prices, the warnings of impending summer
rolling blackouts in California, and the persistent refusal of federal policy-makers to mitigate
market prices, the Company believed it was necessary to cover the energy deficiencies in the
spring and summer months of 2001 caused by the continued deterioration of hydroelectric
generation conditions.

In reviewing the Company’s previous PCA surcharge filing of August 2001, the
Commission Staff requested, and Avista provided, copies of all firm contractual commitments

for electricity purchases for the period July through December 2001.

VII. THERMAL FUEL COSTS
Q. What is included in thermal fuel costs in the PCA deferral?
A Thermal fuel costs consist of three primary components, including the costs of
coal, wood fuel and natural gas. Coal and wood fuel costs are included in FERC Account 501.
Natural gas fuel that is consumed for generation is included in Account 547, CT Fuel. The
purchase cost of natural gas fuel not consumed for generation but resold is reflected in Account
557, and the revenue from the sale of the gas is included in Account 446. The decision to burn

natural gas purchased for generation or to sell the gas is generally based on a simple comparison
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of the cost of the gas-fired generation, versus the sale of the natural gas together with a purchase
of an equivalent amount of electricity from the wholesale market. If it is less expensive to sell
the gas and buy the electricity than to generate with the gas, then the gas would be sold and
electricity would be purchased.

Q. Please provide an overview of what the Company considers in purchasing natural
gas for its combustion turbines.

A. As part of optimizing the use of its natural gas combustion turbines, the Company
may choose to secure fixed price gas supply in forward months depending on the spread
(“implied heat rate'””) between the price of natural gas and the price of electric power in those
forward months. Two examples are provided below for the Rathdrum turbines. For simplicity
the non-fuel variable costs of operating the turbines is ignored.

1) The heat rate of the Company’s two Rathdrum combustion turbines is
approximately 12,000 BTU/kWh. If the forward price for electricity is
$200/MWh and the natural gas price is $5.00/MMBTU, this represents an implied
heat rate of 40,000BTU/kWh. The implied heat rate is well above the 12,000
BTU/kWh heat rate. Therefore, in this example, the Company is better off to
purchase gas at $5.00/MMBTU for the Rathdrum combustion turbine at the
12,000 BTU/kWh heat rate, and to generate electricity at $60.00/kWh, compared
to purchasing power in the market for $200/MWh.

2) If the forward price for power is $30/MWh and the price for natural gas for the
same period is $3.10/MMBTU, this represents an implied heat rate of 9,677
BTU/kWh. This implied heat rate is below the 12,000 BTU/kWh heat rate of the
Rathdrum combustion turbine. Therefore, it is more economic to purchase
electric power for $30/MWh than to purchase natural gas for the Rathdrum
turbine. The cost to generate electricity would be $37.20/MWh at a natural gas
price of $3.10/MMBTU.

! “Implied Heat Rate” identifies the marginal turbine that is supported by the markets for natural gas and electricity.
The calculation of implied heat rate is performed by dividing the electricity price by the natural gas price and
multiplying by 1000. For example, where the Mid-C price is $30 per MWh and the price of natural gas is $3.00 per
dekatherm, the marginal operating unit would have a heat rate of 10,000 British thermal units per kilowatt-hour
(Btw/kWh).
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Prior to year 2000, the forward implied heat rate between electric power prices and
natural gas prices was not often high enough to warrant purchasing natural gas for future electric
power generation given the 12,000 BTU/kWh heat rate of the Rathdrum plant. To the extent that
Company did not purchase natural gas in advance, it would then later, on a daily basis, evaluate
whether to run the combustion turbines depending on the natural gas and electric price spread for
that day.

In the period May 2000 through August 2001, the implied heat rate between natural gas
and electric prices for a rolling one-year forward period, for example, (using monthly prices)
averaged 28,229 BTU/kWh. Because this latter period implied heat rate was substantially greater
than the 12,000 BTU/kWh, the Company acquired some forward natural gas for fueling the
Rathdrum, Northeast, Boulder Park and Coyote Springs generation projects.

Q. Please explain these natural gas purchases?

A. In March 2001 the Company contracted for firm natural gas deliveries, including
firm transportation, on the PG&E GTN line from the Canadian border to the California-Oregon
border at Malin, for varying volumes for the period November 2001 through October 2004. The
natural gas could be delivered at several points on the interstate natural gas pipeline between the
Canadian border and Malin. The Malin delivery point is an active marketing point where the
Company can sell natural gas when the generating units are not running. The combination of
these factors gives flexibility in the use of the gas. The term of one transaction for 28,000
Dth/day is November 1, 2001 through October 31, 2004. The term of the second transaction for
20,000 Dth/day is June 1, 2002 through October 31, 2003. During the period November 1, 2001
through May 31, 2002, gas supplies were available for use either at peaking projects, such as the
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Rathdrum or Northeast CT projects, or for use as CSII test gas. Once CSII began operation, it
would have the best heat rate of the natural gas generation available to the Company, and gas

supplies would be most efficiently used at that project.

In April and May 2001, the Company hedged, or fixed the price, for varying natural gas
volumes for the period November 2001 through October 2004. The hedges fixed the price on
approximately 29% of the total natural gas that would be necessary to run the Company’s gas-
fired projects. The hedges were performed through fixed-for-floating price transactions. The
weighted average hedge prices, including index adder, were: $5.99/Dth for 20,000 Dth/day for
the June 1, 2002 through October 31, 2003 period; and $6.45/Dth for 20,000 Dth/day the
November 1, 2001 through October 31, 2004 period. The calculated variable cost of generation,
resulting from using the natural gas in generation units with different heat rates, was compared to
the forward electric power prices available in the same forward period. In each case, hedging the
price of natural gas was less expensive than purchasing power at prices available in the forward

market.

The hedges allowed the Company to fix varying portions of the natural gas supply that
would be necessary to run the Rathdrum, Northeast CT, Boulder Park, and CSII natural gas fired
generation cost at prices lower than the comparable electric power prices available at the time.
Additional information regarding these natural gas purchases and hedges is provided in the

workpapers.
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VIIIL. 2001 SMALL GENERATION RESOURCES

Q. Please explain the acquisition of small generation resources by the Company.

A. As explained earlier the Company undertook a variety of measures to mitigate the
increased costs to the Company from the record-low hydroelectric generation conditions and the
high wholesale market prices. The installation of small generation projects distributed on
Avista’s electric grid is just one component of the portfolio of resources that the Company chose
to cover load requirements, including load variations, unscheduled generation outages, variability
in hydroelectric generation, etc., and to mitigate costs. The Company selected 86 MW of small
generation projects that could be installed quickly, would include the necessary pollution control
equipment, and could operate using natural gas, diesel fuel, or a combination of those fuel types.
Those projects consisted of 30 MW of temporary leased units, that could be easily removed at a
later time, and 56 MW of Company-owned units. In addition, the Company completed one
contract with a third party to purchase output from a 3 MW small generation project. The

following table summarizes the above projects:

MW

Site Output | Type Fuel Dispatchable | Ownership | Status

Boulder |25 Reciprocating | Natural | Yes Avista On-line.

Park Engine Gas

Spokane | 8 Reciprocating | Natural | Yes Avista SIP project is

Industrial Engine Gas cancelled.

Park Assessing
installation of
units at Boulder
Park.

Kettle 10 Reciprocating | Bi-fuel: | Yes Leased Temporary air

Falls Engine Natural permit expired

Gas & 7-25-02.
Diesel
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Devil’s 20 Reciprocating | Diesel | Yes Leased Cancelled due to
Gap Engine decline in energy
prices.
Othello 23 Combustion Diesel | Yes Avista Cancelled due to
Turbine decline in energy
prices.
Small 3 Reciprocating | Diesel | No Third-party | No power
Butte Engine generated due to
Power decline in energy
prices

With the decline in wholesale power prices in the second half of 2001, two of the projects
(Othello and Devil’s Gap), totaling 43 MW were cancelled. The SIP project was also cancelled,
however the Company is currently evaluating the possible installation of these units at the
Boulder Park site.

The acquisition of these small generation projects, with the exception of the Small Butte
Power Project, were also explained in the Company's previous PCA surcharge filing in August
2001.

Q. Please explain why the new small generation resources were necessary.

A. As explained earlier, in the first quarter of 2001 the Company began to experience
the worst year for hydroelectric generation in 73 years of recorded history. In February 2001, as
the Company was evaluating alternatives to purchasing high-priced replacement energy to cover
the reductions in its hydroelectric generation, it began to consider the alternative of small
generation projects that might be third-party owned, Company owned, or leased.

Small generation was considered as one component of a portfolio of resource options to
fill the Company’s supply deficiencies because the units could be brought on-line quickly, were
dispatchable, had fixed and variable components to their cost structure, and were lower cost than
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the energy market purchases. Other utilities throughout the northwest were putting small
generation projects in place to avoid purchasing power at high prices, to cover lower
hydroelectric generation conditions, and to meet load obligations reliably under a variety of
conditions. Given the high power market prices and the high volatility of power prices, there was
a need to plan not only to cover average load obligations, but also to have some degree of
coverage for load variability, hydroelectric generation variability, and unplanned outages of
generation units. In the July 2001 publication of “NWPPC News,” (see workpapers) the Power
Planning Council indicated that there were approximately 68 temporary generation projects that
were either operating or planned.

Q. Why were the specific small generation resources selected?

A. The small generation projects selected were shown to be cost-effective on a total
cost basis when compared to market purchases at the time of the decisions to proceed. The initial
economic evaluations for the Kettle Falls Bi-Fuel and Devil’s Gap projects are provided as pages
1 through 8 of Exhibit ___ (KON-4). The Kettle Falls Bi-Fuel and Devil’s Gap projects were
lease projects. The year-ahead energy market prices were high and initial analysis showed these
units would operate with positive total economics in almost all months of their lease. The
economic analysis performed showed that the units would operate at a 90% and 92% plant factor
respectively, and the analyses showed positive benefits for these projects over their lease terms.

These generation projects also provided the additional benefit of dispatchability. Because
of the fixed and variable cost components of these projects, they are similar to purchasing a “call
option.” A call option is essentially like buying insurance in that one pays a premium for the

right to receive a benefit in the future under certain conditions. In this case, that condition is the
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Company’s right to generate at the incremental or variable cost of fuel, when the market price for
electricity is higher than that cost of fuel. As an example, the analysis on Page 3 of Exhibit _____
(KON-4) shows that the fixed cost to generate with the Kettle Falls Bi-Fuel units was projected
to be $53/MWh, compared with the cost to purchase power from the wholesale market at
$265/MWh for the same time period.

Q. How did the Company incorporate a range of views about an uncertain future in
its decision to acquire small generation?

A. The Company selected small generation resources as a portion of its overall
portfolio approach to dealing with the record-low hydroelectric generation, and unprecedented
high forward electric prices. Selecting these resources allowed the Company to secure a portion
of its needed supply to serve average expected load and to be prepared to serve load under
variable load conditions. The dispatchable nature of these resources allowed more adaptability to
changes in energy prices than a fixed price energy purchase from the wholesale market. Only the

cost of the equipment or lease was fixed. The variable costs of the projects, including variable

fuel costs, would be incurred only when the power market prices were higher. Acquiring this
type of resource allowed the Company to avoid a major portion of the cost of the power if the
market price later declined, which it ultimately did. Alternatively, if the Company had purchased
an equivalent amount of power from the wholesale market, the full cost of that purchase would

be fixed even if the market declined. Therefore, this portion of the Company’s portfolio of
resources acquired to fill the resource gap allowed for more flexibility and lower comparable
cost. This resulted in lower costs in the PCA deferral account, and ultimately to customers, than

the alternative to purchase firm power from the high-priced wholesale market.

Norwood, Di
Avista
Page 18




10

11

12

13

14

15

16

17

18

19

20

21

Q. Were the small generation projects re-evaluated as power market conditions
changed?

A. Yes. On June 19, 2001 a review of the small generation projects was conducted.
Attached as pages 9 and 10 of Exhibit __ (KON-4) are tables summarizing the results of the
updated modeling. Also included in the table on page 9 are summaries of the original economic
analyses, at the time projects were selected, as well as analyses on June 4, 2001 and June 11,
2001.

The June 19™ study, for example, showed that the costs to complete the Kettle Falls Bi-
Fuel and the Devil’s Gap projects were either below or approximately equal to the premium for
the one-year call option. Therefore, those projects were continued. By September 2001,
projections showed that the Devil’s Gap Project was no longer economic to operate. Given that
projection, and because of the Company’s tight cash situation, the Company decided to negotiate
termination with the equipment lessor. The Company and the lessor of the equipment
subsequently met and agreed on a settlement cost of $7.1 million which was a $3.4 million
savings compared to following the terms of the original lease to conclusion. Therefore, in this
case, by selecting the small generation project instead of purchasing power from the wholesale
market, the Company was able to not only avoid the variable costs of the amount of power the

generator would have produced, but was also able to avoid part of the fixed cost of the power.

IX. POTLATCH CONTRACT CHANGE

Q. Please briefly summarize the change in the Potlatch contract.
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A. A ten-year purchase and sale agreement related to the Potlatch facilities in
Lewiston, Idaho expired at the end of December 2001. The regulatory treatment associated with
that contract allowed for a jurisdictional sharing ( Idaho and Washington) of the sales revenue to
match with the long-term PURPA purchase expense and the cost of market-priced interruptible
energy Avista sold to Potlatch. The costs included in the Company’s last general rate case reflect
this jurisdictional sharing and the authorized production-transmission ratio was calculated
excluding the Idaho usage associated with the allocated revenue. Beginning in January 2002
Potlatch has self-generated the equivalent of the prior long-term PURPA purchase and receives
service at Schedule 25 rates for the remainder of their load.

Q. In the PCA calculations, beginning in January 2002 the cost of 25 aMw of power
is removed from actual system costs and directly assigned to the Idaho Jurisdiction. Please
explain the purpose of this direct assignment entry in the PCA deferrals.

A. The direct assignment of the cost of 25 aMW reflects the elimination of the
market priced interruptible energy in the prior contract that is now firm Idaho Schedule 25 usage
not accounted for in the production transmission ratio.

The Potlatch direct assignment entries remove the cost of 25 aMW from actual system
costs each month and directly assigns the same cost directly to the Idaho jurisdiction. This is
necessary because of the expiration of the long-term sale and power purchase contract with
Potlatch on December 31, 2001, and the current arrangement with Potlatch to serve their net load
requirements at their Lewiston facilities. The direct assignment of the cost of 25 aMw serves the
same purpose as the prior allocation of Potlatch revenue between the Idaho and Washington

jurisdictions in the previous 10-year Potlatch/Avista Agreement that ended December 31, 2001.
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That is, to mitigate the impact on the Washington jurisdiction customers related to the costs to
serve the Potlatch load.

Q. What is the net impact of the change in arrangements with Potlatch on the PCA
deferrals since the expiration of the prior purchase and sale agreement on December 31, 20017

A. The direct assignment credit entries together with the retail revenue adjustment for
Potlatch, has reduced the Idaho PCA surcharge deferrals by $1,365,540 from January to June
2002. Exhibit __ (KON-5) shows how this value is derived.

Q. How is the revenue associated with Potlatch reflected in the PCA?

A. Potlatch revenue is included in the retail revenue credit and calculated separately
from the retail revenue adjustment based on the change in load. Until December 2001, the
Potlatch revenue adjustment was calculated by comparing the Idaho share of actual Potlatch
allocated and direct revenue to the Idaho share of authorized Potlatch revenue. Beginning in
January 2002, total Potlatch actual base revenue (exclusive of PCA surcharge, DSM rider, and

Centralia Gain credit) is compared to the Idaho share of the authorized Potlatch revenue.

X. SUMMARY
Q. Would you please summarize your testimony?
A. Yes. The majority of the PCA deferrals for the period July 2001 through June
2002 occurred during the last half of 2001, and were driven primarily by the continuation of
record-low hydroelectric generation and purchases of high-priced power to cover the resulting
energy deficiencies. Deferrals for the last half of 2001 totaled approximately $46 million,

compared with the deferrals in the first half of 2002 of approximately $2 million.
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The Company implemented a wide variety of measures, involving both demand-side and
supply-side resources, to cover its energy deficiencies and to mitigate the costs associated with
continuing to serve its load requirements. The hydroelectric conditions experienced by the
Company in 2001, the extraordinarily high market prices that occurred during that time, and
many of the mitigating measures taken by the Company were previously explained in the
Company’s PCA surcharge filing in August 2001.

The continued recovery of deferred power costs through extension of the existing PCA
surcharge is a critical component, as the Company continues to work toward regaining an
investment grade credit rating.

The Company requests that the Commission approve recovery of PCA costs deferred
through June 30, 2002, and grant continuation of the existing PCA surcharge for the12-month
period ending October 11, 2003. Additionally, the Company requests that the carrying charge
interest rate on the deferral balance be increased from 4.0% to 6.0%, as explained in Mr.
McKenzie’s testimony.

Q. Does that conclude your pre-filed direct testimony?

A. Yes it does.
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The following list contains Standard & Poor’s Ratings, Outicoks, and
Businass Profiles for utilities. This list, dated July 18, 2002, reflects the most
current ratings, rankings, and outlooks. It is arranged by corporate credit rat-
ing categories. Within corporate credit rating categories, issuers are grouped
by Outlooks; and within Outlook categories, issuers are listed by RELATIVE
STRENGTH, with the first being the strongest, and the Iast being the weakest.

A Standard & Poor’s rating Outlook assesses the potential diraction of an
issuer's long-term debt rating over the intermediate to longer term. In deter-
mining a rating Outlook, consideration is given to any changes in the eco-
nomic and/or fundamental business conditions. An Qutiook is not necessarily
a pracursor of a rating change or future CreditWatch action. “Positive” indi-
cates that a rating may be raised; “Negative™ means a rating may be lowered;

“Stable” indicates that ratings are not likely to change; and “Developing”
means ratings may be raised or lowered. N.M. means not meaningful.

Utility business profiles are categorized from 1 {strong) to 10 {weak}. In order
to determine a utility's business profile, Standard & Poor's analyzes the fol-
fowing qualitative business or operating characteristics typical of a utility:
markets and service area economy; competitive position; fuel and power
supply; operations; asset concentration; regulation; and management.
Telecommunications companies have not been assigned business profiles.
Issuer cradit ratings, shown as long-term rating/outiook or CreditWatch/
short-term rating, are focal and foreign currency unless otherwise noted. A
dash ‘— indicates not rated. An asterisk " indicates that the utility was
reviewed this week and its ranking position was updated.

.S. Electric/Gas/Water Companies

Company Corporate Credit Rating Bus. Prof. Company Corporate Credit Rating  Bus. Prof.
Nicor Gas Co. AA/Stable/A-1+ 2 ONEOK Inc. A/Stable/A-1 S
Nicor Inc. AA/Stable/A-1+ 3 Boston Gas Co. A/Stable/— 3
Baton-Rouge Water Works Co. (The} AA/Stable/— 2 Colonial Gas Co. A/Stable/— 3
Madison Gas & Electric Co. AA/Negative/A-1+ 5 Massachusetts Electric Co. A/Stable/A-1 3
Narragansett Electric Co. A/Stable/A-1 3
Washington Gas Light Co. AA-/Stable/A-1+ 2 New England Power Co. A/Stable/A-1 3
WGL Holdings Inc. AA-/Stable/A-1+ 3 Niagara Mohawk Power Corp. A/Stable/— 4
California Water Service Co. AA-/Stable/— 3 National Grid USA A/Stable/A-1 3
Wisconsin Public Service Corp. AA-/Stable/A-1 4 NSTAR A/Stable/A-1 3
Peoples Gas Light & Coke Co. AA-/Negative/A-1+ 3 Boston Edison Co. A/Stable/A-1 3
North Shore Gas Co. AA-/Negative/A-1+ 3 Commonwealth Electric Co. A/Stable/— 3
Elizabethtown Water Co. AA-/Negative/— 3 NSTAR Gas Co. A/Stable/— 3
Elizabethtown Corp. AA-/Negative/— 4 Cambridge Electric Light Co. A/Stable/— 3
Buckeye Partners LP. A/Stable/— 4
Southern California Water Co. A+/Stable/— 3 KeySpan Generation LLC A/Stable/— 4
Southern California Gas Co. A+/Stable/A-1 2 KeySpan Corp. A/fStable/A-1 3
San Diego Gas & Electric Co. A+/Stable/A-1 [ Wisconsin Gas Co. A/Stable/A-1 3
Amarican States Water Co. A+/Stable/— 3 Wisconsin Electric Power Co. A/Stable/A-1 4
Phiiadelphia Suburban Water Co. A+/Stable/— 2 Wisconsin Power & Light Co. A/Stable/A-1 4
Consolidated Edison Co. of New York Inc. A+/Stable/A-1 3 Virginia Electric & Power Co. A/Stable/A-1 4
Consolidated Edison inc. A+/Stable/A-1 3 MidAmerican Energy Co. A/Stable/A-1 4
Orange and Rockland Utilities Inc. A+/Stable/A-1 3 Mississippi Power Co. AfStable/A-1 4
Rockiand Electric Co. A+/Stable/— 4 Alabama Power Co. A/Stable/A-1 4
KeySpan Energy Delivery New York A+/Stable/— 2 Gulf Power Co. A/Stable/— 4
KeySpan Energy Delivery Long Island A+/Stable/— 3 Georgia Power Co. A/Stable/A-1 4
Laclede Gas Co. : A+/Stable/A-1 3 Savannah Electric & Power Co. A/Stable/— 4
Laclede Group Inc. A+/Stable/— 3 Southern Co. A/Stable/A-1 4
Otter Tait Power Co. A+/Stable/A-1 6 Equitable Resources Inc. A/Stable/A-1 5
WPS Resources Corp. A+/Stable/A-1+ 5 Atlantic City Sewerage Co. A/Stable/— 3
Questar Gas Co. A+/Negative/— 2 Beckley Water Co. A/Stable/— 4
Questar Pipeline Co. A+/Negative/— 3 Public Service Co. of North Carolina Inc. ~ A/Negative/A-1 3
Peoples Energy Corp. A+/Negative/A-1 4 Sotith Carolina Electric & Gas Co. A/Negative/A-1 4
Union Electric Co. A+/CW-Neg/A-1. 4 SCANA Corp. A/Negative/— 4
Central lllinois Public Service Co. A+/CW-Nag/A-1 3 Florida Power & Light Co. A/CW-Neg/A-1 4
Ameren Corp. A+/CW-Neg/A-1 5 FPL Group Inc. A/CW-Neg/— ]
*Duke Energy Corp. A+/CW-Nag/A-1 5 FPL Group Capital A/CW-Neg/A-t 8
*Duka Capital Corp. A+/CW-Neg/A-1 6 Northwest Natura! Gas Co. A/CW-Neg/A-1 3
*Texas Eastern Transmission LP. A+/CW-Neg/— 4
*PanEnergy Corp. A+/CW-Neg/— 4 IDACORP Inc. A-/Positive/A-2 5
Idaho Power Co. A-/Positive/A-1 4
New Jersey-American Water Co. A/CW-Pos/— 3 United Water New Jersey A-/Stable/— 3
Central Hudson Gas & Electric Co. AfPositive/— 3 United Water Works A-/Stable/— 3
New Jarsey Natural Gas Co. AfPositive/A-1 2 NOVA Gas Transmission Ltd. A-/Stable/— 2
Aquarion Co. A/Stable/— 3 TransCanada Pipelines Ltd. A-/Stable/— 2
BHC Co. A/Stable/— Y3 Atlanta Gas Light A-/Stable/— 2
Middiesex Water Co. A/fStable/~— 3 Alabama Gas Corp. A-/Stable/— 1
Colonial Pipeiine Co. A/Stable/A-1 3 Energen Corp. A-/Stable/— 6
Montana-Dakota Utilities Co. A/Stable/— 4 AGL Resources Inc. A-/Stable/— 3
MDU Resources Group Inc. A/Stable/A-1 5 American Transmission Co. A-/Stable/A-2 2
Piedmont Natural Gas Co. Inc. A/Stable/— 3 Interstate Power & Light Co. A-/Stable/A-2 5
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Company Corporate Credit Rating Bus. Prof. Company Corporate Credit Rating  Bus, Prof.
Alliant Energy Corp. A-/Stable/A-2 5 Columbus Southern Power Ca. BBB+/Stable/— 2
Alliant Energy Resources Inc. A-/Stable/A-2 8 Indiana Michigan Power Co. BBB+/Stable/— 4
PG&E Gas Transmission-Northwest A-/Stable/A-2 2 Kentucky Power Co. BBB+/Stable/— 3
PPL Electric Utilities Corp. A-/Stable/A-2 4 Ohio Power Co. BBB+/Stable/— 2
Baltimore Gas & Electric Co. A-/Stable/A-1 k] Public Service Co. of Oklahoma BBB+/Stable/— 3
Atmos Energy Corp. A-/Stable/A-2 4 Southwester Electric Power Co. B8BB+/Stable/— 3
Kinder Morgan Energy Partners LP. A-/Stable/A-2 4 West Texas Utiities Co. BBB+/Stable/— 2
Indiana Gas Co. Inc. A-/Stable/A-2 2 AEP Resources Inc. BBB+/Stable/— 7
Southern Indiana Gas & Electric Co. A-/Stabla/~~ 5 American Elsctric Power Co. inc. BBB+/Stable/A-2 5
- Vectren Energy Delivery of Ohio A-/Stable/— 4 West Penn Power Co. BBB+/Stable/A-1 2
Vectren Utility Holdings A-/Stable/A-2 4 Potomac Edison Co. BBB+/Stable/A-1 2
Vectren Corp. < A-/Stable/— 4 Monongahela Power Co. BBB+/Stabie/A-1 2
PECO Energy Co. A-/Stable/A-2 4 Altegheny Energy Inc. BBB+/Stable/A-1 5
Commonwealth Edison Co. A-/Stable/A-Z 4 Allegheny Generating Co. BBB+/Stabla/A-2 7
Exelon Generation Co. A-/Stable/— 8 Allagheny Energy Supply Co. LLC BBB4+/Stable/A-2 7
Exalon Corp. . A-/Stable/A-2 6 Detroit Edison Co. BBB+/Stable/A-2 6 ¢
Sempra Energy A-/Stable/A-1 4 MCN Energy Enterprises Inc. B8BB+/Stable/A-2 8
Wisconsin Energy Corp. A-/Stable/A-2 5 DTE Enterprisas BBB+/Stable/—~ 6
Consteltation Energy Group Inc. A-/Stable/A-1 6 DTYE Energy Co. BBB+/Stable/A-2 6
Delmarva Power & Light Co. A-/Stabla/A-2 3 Cinergy Corp. B8BB4+/Stable/A-2 5
PacifiCorp A-/Negative/A-1 4 Cincinnati Gas & Electric Co. BBB+/Stable/— 4
Oklahoma Gas & Electric Co. A-/Negative/— 4 PSI Energy Inc. B8BB+/Stable— 4
OGE Energy Corp. A-/Nagative/A-2 5 Union Light Heat & Power Co. BBB+/Stabie/— 4
Enogex Inc. A-/Negative/— [ Cleco Utility Group Inc. BBB+/Stabie/A-2 5
Northern Border Pipeline Co. A-/Negative/— 3 Cieco Corp. BBB+/Stable/A-2 [
Northem Border Partners LP. A-/Negative/— 3 Potomac Electric Power Co. BBB+/Stable/A-2 3
Nationa! Fusl Gas Co. A-/Negative/A-2 5 Conectiv BBB4+/Stable /A-2 4
Tampa Electric Co. A-/Negative/A-2 4 Atlantic City Electric Co. BBB+/Stable/A-2 -3
TECO Energy inc. A-/Negative/A-2 5 Allets Inc. 8BB+/Stable/A-2 7
Teco Finance inc. A-/Negative/-— 8 Southern Union Co. 888+/Stabie/— 3
UGI Utilities Inc. A-/Negative/— 4 Providence Gas Co. BBB+/Stable/— 3
Duke Energy Trading and Marketing LLC  A-/CW-Neg/— 8 Vailey Gas Co. BBB+/Stable/— 4
Kern River Gas Transmission Co. A-/CW-Neg/— 4 Valisy Resources Inc. BBB+/Stable/— 5
PG&E Energy Trading Holdings Co. BBB+/Stable/— 8
Louisville Gas & Electric Co. BBB+/CW-Pos/A-2 4 Northwest Pipeline Co. BBB+/Stable/A-2 3
Kentucky Utilities Co. 8BB+/CW-Pos/A-Z 4 TXU U.S. Holdings BBB+/Stable/A-2 5
AmerenEnergy Generating Co. BBB+/CW-Pos/— 7 TXU Efectric Delivery Co. B8BB+/Stable/A-2 5
LG&E Energy Corp. BBB+/CW-Pos/— 6 TXU Energy Co. BBB+/Stable/A-2 5
LG&E Capital Corp. BBB+/CW-Pas/A-2 8 TXU Cerp. BBB+/Stable/A-2 5
South Jersey Gas Co. BBB+/Stable/— 3 Northern States Power Wisconsin BBB+/Negative/— 4
Reliant Enargy Inc. BBB+/Stable/A-2 3 Midwest Independent Transmission
Reliant Energy Resources Corp. BBB4+/Stabla/A-2 3. System Operator Inc. i BBB+/Negative/-— 3
El Paso Natural Gas Co. BBB+/Stable/A-2 4 Florida Power Corp. 8BB+/Negative/A-2 4
Tennesses Gas Pipeline Co. BBB+/Stable/A-2 4 Carolina Power & Light Co BBB+/Negative/A-2 5
ANR Pipsline Co. BBB4+/Stable/— 4 Florida Progress Corp. BBB+/Negative/A-2 5
Pepco Holdings Inc. BBB+/Stable/A-2 4 Progress Energy Inc. BBB+/Negative/A-2 5
Colorado Interstate Gas Co. BBB+/Stable/-— 3 Conpecticut Natural Gas Corp. BBB+/Negative/— 3
Coastal Corp. BBB+/Stable/~— [ Southern Connecticut Gas Co. BBB+/Negative/— 3
Southern Natural Gas Co. 88B+/Stable/— 4 Central Maine Power Co. BBB+/Negative/A-2 3
E Paso Corp. BBB4+/Stabie/A-2 [ New York State Electric & Gas Corp. B8BB+/Negative/A-2 4
El Paso Tennessee Pipeline Co. BBB+/Stable/— 4 Energy East Corp. BBB+/Negative/— 3
Cascade Natural Gas Corp. BBB+/Stable/— 3 Rochester Gas & Electric Corp. BBB+/Negative/— 5
NorthWastern Corp. BBB+/Stable/— ‘5 RGS Energy Group Inc. BBB+/Negative/— S
Connecticut Light & Power Co. B8B84+/Stable/~— 4 Dayton Power & Light Co. B8B8+/Negative/A-2 4
Western Massachusetts Electric Co. BBB+/Stable/— 4 DPL Inc. BBB+/Negative/A-2 [
Public Service Co. of New Hampshire BBB+/Stable/— H Portiand General Electric Co. BBB+/CW-Neg/A-2 4
Northeast Utilities BBB+/Stable/— 5
Consolidatad Natural Gas Co. 88B+/Stable/A-2 5 TEPPCO Partners LP. BBB/Stable/— 4
Dominion Resources inc. BBB+/Stable/A-2 5 TE Products Pipeline Co. LP. BBB/Stable/— 4
Northwestern Energy LLC BBB+/Stable/A-2 4 Florida Gas Transmission Co. B8B/Stabie/— 2
Arizona Public Service Co. B88+/Stable/A-2 3 NUI Corp. B8B8/Stable/— 3
Maui Electric Co. Ltd. BBB+/Stable/A-2 6 Kinder Morgan Inc. BBB/Stable/A-2 5
Hawaiian Electric Light Company BBB+/Stable/A-2 6§ PPL Energy Supply LLC BBB/Stable/— 7
Hawaiian Electric Co. Inc. B8BB+/Stable/A-2 [ PPL Corp. BBB/Stabie/A-2 7
Central Power & Light Co. B8B+/Stable/— 2 Public Service Electric & Gas Co. BBB/Stable/A-2 3
Appalachian Power Co. BBB+/Stable/— 3 PSEG Power LLC BBB/Stable/— 7
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U.S. Electric/Gas/Water Companies wo

Company Corporate Credit Rating Bus. Prof. Company ’ Corporate Credit Rating  Bus. Prof.
Public Service Enterprise Group Inc. BBB/Stable/A-2 6 Green Mountain Power Corp. BBB-/Positive/— 7
PSEG Energy Holdings, Inc. BBB/Stable 8 El Paso Electric Co. BBB-/Stable/— 6
Bangor Hydro-Electric Co. BBB/Stable/— 5 Mirant Americas Generating Inc. BBB-/Stable/— 7
Entergy Arkansas Inc. BB88/Stable/— 6 Mirant Corp. BBB-/Stable/A-3 7
Entergy Louisiana Inc. BBB/Stable/— 6 Mirant Americas Energy Marketing BBB-/Stable/— 8
Entergy Mississippi inc. BBB/Stable/— 7 Entergy Gulf States inc. BBB-/Stable/~— §
Entergy New Orleans Inc. 8BB/Stable/— 7 System Enargy Resources Inc. BBB-/Stable/~~ 7
Entergy Corp. BBB/Stable/— 6 Central Vermont Public Service Corp. BBB-/Stable/— 6
Pinnacle West Capitat Corp. BB8/Stable/— 5 Texas-New Mexico Power Co. 88B-/Stable/— 5
Pinnacle West Energy Corp. BBB/Stable/— 7 Public Service Co. of New Mexico BBB-/Stable/— 6
Hawaiian Electric Industries inc. BBB/Stable/A-2 6 Puget Sound Energy Inc. BBB-/CW-Dev/A-3 5
Great Plains Energy Inc. BBB/Stable/— [ Washington Natural Gas Co. BBB-/CW-Dev/A-3 5
Kansas City Power & Light Co. 88B/Stable/A-2 6 Puget Sound Power & Light Co. BBB-/CW-Dev/A-3 5
Duke Energy Field Services LLC BBB/Stable/A-2 6 Puget Energy inc. BBB-/CW-Dev/A-3 5
Black Hills Power inc. . BBB/Stable/— 5 Northermn Natural Gas Co. 888-/CW-Dev/— 3
Black Hills Corp. BBB/Stable/A-2 7 Southwest Gas Corp. BBB-/Negative/— 4
Potomac Capital Investmant Corp. B88/Stable/A-2 7 Indianapolis Power & Light Co. BBB-/Negative/— 4
Empire District Electric Co. BBB/Stable/A-2 5 IPALCO Enterprises Inc. BBB-/Negative/— 4
Xcel Energy Inc. - 8B8/Negative/A-3 6 Hlinois Power Co. BBB-/CW-Neg/A-2 6
Northern States Power Co. BBB/Negative/A-3 4 Dynegy Holdings Inc. B8B8-/CW-Neg/A-3 [
Southwestern Public Service Co. BBB/Negative/A-3 4 Winova Corp. BBB-/CW-Neg/— 7
Public Service Co. of Colorado BBB/Negative/A-3 4 Dynegy Inc. BBB-/CW-Neg/A-3 7
NRG Energy inc. B8B/Negative/ 9
PacifiCorp Group Hoidings Co. 8BB/Negative/A-2 4 El Paso Energy Partners LP. 8B+/Positive/— 6
Jersey Central Power & Light Co. BBB/Negative/A-2 4 Market Hub Partners Storage L.P. BB+/Stable/— 7
Pennsylvania Elactric Co. BBB/Negative/A-2 s Sanat Energy Services Co. BB+/Stable/— 9
Metropolitan Edison Co. BBB/Negative/A-2 5 Western Gas Resources Inc. BB+/Stable/— 7
Ohio Edison Co. BBB/Negative/— 6 Waestar Energy inc. B8B+/Negative/— 6
Cleveland Electric Nluminating Co. B8B/Negative/— 6 Avista Corp. BB+/Negative/— 5
Toledo Edison Co. BBB/Negative/— 6 AmeriGas Partners LP. BB+/Negative/— 5
FirstEnargy Corp. BBB/Negative/— [
GPU Inc. 88B/Negative/A-2 5 Tucson Electric Power Co. BB/Stable/— 6
Southwestern Energy Co. BBB/Nsgative/— 8 Southern California Edison Co. BB/CW-Dev/— 8
Duquesne Light Co. B8B/Negative/A-2 4 *Consumers Energy Co. BB/Negative/— 6
DAQE Inc. BBB/Negative/A-2 5 *CMS Panhandle Pipeline Cos. BB/Negative/— 4
Williams Gas Pipe Line Central BBB/Negative/A-2 3 *CMS Energy Corp. BB/Negative/— [
Transcontinents! Gas Pipe Line Corp. 888/Negative/A-2 3 )
Texas Gas Transmission Corp. BBB/Negative/A-2 4 Heating Oil Partners LP B+/Stabla/— 3
The Williams Cos. Inc. BBB/Negative/A-2 3 Sierra Pacific Power Co. ' B+/CW-Neg/B 5
NiSource inc. BBB/Negative/A-2 4 Nevada Power Co. B+/CW-Neg/B [
Columbia Energy Group BBB/Negative/— 4 Sierra Pacific Resources B+/CW-Neg/— 5
Bay State Gas Co. B8B/Negative/— 3 EOTT Energy Partners LP. B+/CW-Neg/— 8
Northern Indiana Public Service Ca. 8B8/Negative/— 5
. SEMCO Energy Inc. BBB/Negative/— 3 Edison International B-/Developing/— 8
Reliant Rasources Inc. BBB/CW-Neg/A-2 7
Reliant Mid-Atfantic Holding LLC BBB/CW-Neg/— 7 Transwestern Pipeline Co. CC/CW-Dev/— 5
Orion Power Holdings Inc. BBB/CW-Neg/-— 7 R
Aquila lnc. B8B8/CW-Neg/A-2 6 Pacific Gas & Elactric Co. 0/—/D ) 9
Aquila Merchant Services Inc. BBB/CW-Neg/— 9 Enron Corp. : Dffm 6
Azurix Corp. Of—/— 4
Central iifinois Light Co. BBB-/CW-Pos/— 4 .
ciecone : B8B-/CW-Pos/— 4
< Back to
Table of Contents
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FINANCIAL TIMES
Snergy

Monday, December 11, 2000

Megawatt Daily’s

Report

Indexes and Transaction Record for 12/11/00

Explanations

index — Volume-weighted
average of all trades reported.

Absoluts Low — Lowest trade
reported.

Absolute High — Highest trade
reported.

Trading Volume Reported —
Volume of trades per hour for
each of 16 peak hours. This
figure is a total of all trading
volurne reported to MWD for each
delivery site; because every effort
is made to capture both sides of
every deal reported, MWD
recognizes that this figure
includes duplicate volumes, and
the figure shouki be used as a
trend indicator not nacessarily as
an indicator for transmitted
volumes.

Total Peak Volume — Volume
for ali peak hours, found by
muitiplying the trading volume
by 16.

Number of Trades — This figure
is calculated by dividing the trading
volume reported by 50 MW/ for
all Central and East listings;
numbers of trades for dekivery
points in the West are caiculated
by dividing by 25 MW/.

Methodology
The prices dispiayed in the table 1o
the right are for power, in MW,
traded at the deiivery points and
regions listed. Peak hours are 0600-
2200 hrs.; PJM and New York peak
hours are 0700-2300. Off-peak
hours generally start at 2200 Iws.
on the date before the delivery date
and end at 0600 on the deivery
date. Not included are 24-hour
deals categorized in some NERC
regions as off-peak-hours over
Saturdays and  Sundays.
Transactions at the hubs listed in
the separate table at the top of this
page are financially firm. Deais at
other locations may be unit-firm or
system-contingent, and may
include capacity reservation
charges. Transactional data is
co-ops, brokers, municipals and
govemment power agencies. Deals
done in the West are exciuded if
done after 1015 hrs. PT, deals
done in the East and Central areas
. are excluded if done after 1100 hws.
CT. The middie column is the
volume-weighted average of ail
deals reported and should be used
for indexing purposes. The common
range represents pricing for most of
the trading volume; the absolute
range represents lowest and
highest prices reported. Copyright
2000 by Financial Times Energy.

Trades for Standard 16-Hour Daily Products; af prices and volumes in sSawh

Delivery Weighted  Absolute Absolute Trading All Peak  Number
Point Average Low High Volume Hours of Trades
Index Reported Volume Reported
West
coB $3,000.00 $3,000.00 $3,000.00 25 400 1
Four C - - -_ 0 0 0
Mead, Nev. —_ _ 0 0 0
Mid-Columbia  $4,175.00 $3,000.00 100 1,600 4
NP15S —_— _ — 0 0 0
Palo Verde $395.00 $360.00 $425.00 75 1,200 3
SP15 $350.00 $350.00 $350.00 25 400 1
Central
ERCOT-B $65.59 $60.00 $75.00 850 13,600 17
Ameren - — — . — 0 0 0
Com Ed, into $44.39 $40.00 $52.00 900 14,400 18
MAIN North $63.33 $58.00 $120.00 300 4,800 6
MAIN South - - - 0 ‘ 0 0
MAPP North $60.94 $50.00 $75.00 160 2,560 3
MAPP South - —_ - 0 0 0
Entergy, into $67.40 $50.00 $76.00 2,000 32,000 40
SPP $65.90 $58.00 $75.00 500 8,000 10
East
Cinergy $48.47 $44.00 $53.00 6,550 104,800 131
North ECAR $51.52 $45.00 $55.00 1,405 22,480 28
PJM-Waest $49.01 $46.00 $54.00 2,800 44,800 56
Nepooi $74.00 $72.00 $80.00 500 8,000 10
NY Zone G $67.50 $67.50 $67.50 200 3,200 4
NY Zone A $57.85 $57.00 $59.00 600 9,600 12
NY Zone J $81.00 $81.00 $81.00 50 ~ 800 1
VaCar $46.00 $46.00 $46.00 150 2,400 3
Southern $45.00 $45.00 . $45.00 50 800 1
TVA, into $43.92 $43.00 $47.00 1,200 19,200 24
Fla.-Ga. ) $42.50 $40.00 $45.00 100 1,600 2
Fla. in-state — - - 0 0 0

M
Trades for Standard Forward Products (all prices in $/MWh)

Delivery Next Week Balance of Month  Prompt Month
Point 12/18 to 12/22 12112 to 12/31 01/01 Allpk. No.ot
Low High Low High Low High index hrs.vol.Trades
West
coB —_ - —_ —_ —_ —_ — 0 0
Mid-Columbia — — — 2,000.00 575.00 800.00 675.00 1,200 3
NP15 —_ - —_ —_ — 320.00 320.00 400 1
Palo Verde - — - — 250.00 375.00 300.00 1,200 3
SP15 - —_ —_ — - - - 0 0
Central
Com Ed, into —  75.00 — 68.00 —_ —_ —_ 0 0
Entergy, into —_ —_ — - — —_— 0 0
East
Cinergy, into 72.00 85.00 — .70.00 - —_ 0 0
PJM-West - - — 61.00 - - —_ 0 0
NEPOOL 82.00 90.00 82.00 85.00 - - _ 0 0
NY Zone G - - —_ —_ —_— - - 0 0
NY Zone A 60.00 60.50 - - —_ - — 0 0
NY Zone J - — - - — — - 0 0
TVA, into — 66.00 - — -— - —_ 0 0

© Copyright 2000 by Financial Times Energy

Reprinted with permission of MegawattDaily and Financial Times Energy, Inc.
Visir www.ftenergy.com
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Ranges and Indexes of
Trades for Standard
Off-Peak Products
Delivary Oate:12/11/00

. Wid. Av. Absolute Abeoiute TradingVol.

Index Low  Hgh Reported

West
cos
FourC
Mead, Nev.
MdC
NP15
Paio Verde
sP1s
Central
ERCOT-B
Ameren
Com Ed, into
MAIN North
MAIN South
MAPP North
MAPP South
Entergy, into
spp
East
Cinergy
NorthECAR
PJM-West
Nepool
NY Zone G
NY Zone A
NY Zone J
VaCar
Southern
TVA, into
Fia.-Ga.
Fla. in-state

$275.00 $275.00 $275.00

$2,016.67$1,550.0082,500.00

$275.00 $275.00 $275.00

oBodolo

§OO

$19.00 $19.00

$21.00 $21.00
$20.00 $20.00

i
eéﬁco

8

$13.00
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MGE, Alliant propose
plant for university

A proposal between Madison Gas & Elec-
tric (MGE), Alliant Energy, the University of
‘Wisconsin-Madison and Wisconsin’s Depart-
ment of Administration may result in a $170
million, 90-to 100-MW, natural gas-fired power
planton school ground thatcould solve a long-
term energy crunch facing both the university
and the city, the parties said last week.

If the plant gets all approvals necessary,
the two utilities will jointly plan and oversee
construction of the facility, which is anticipat-
ed to start in summer 2002. Plant operation is
expected tobegin in late 2003 or spring 2004.

Once construction is complete, MGE
would own the facility with a third-party
investor but would retain full operational
control. Alliant will act as project manager.
Although not a specified owner, Alliant will
be paid for its services, company represen-
tative Chris Schoenherr said.

The proposed site at the university has the
necessary infrastructure in place to support the
facility, including electric transmission lines, a
power substation and natural gas lines. MCM

Dailies scream to $5,000 at Mid-C, $3,000 at COB
Te relentiess upswing in next-day prices prevailed, with dailies trading to $5,000 at

Mid-Columbia and $3,000 at COB.
“This is history,” one source said. “Someone who buys power at that price [$5,000] is

walking wounded. Actually, they’re not even walking.”

Overall, next-day volume was sparse. Deals arranged for today's Western
Verde and at Four Comers.

The extreme pressure on prices carried over into the term markets, where balance-

delivery traded up to $425 at Palo Verde and near $350 at SP15.
In the bilateral market, off-peak for today traded near $275 at Palo
of-the-month sold for $2,000 at Mid-C and January there sold for $800 for a third

| _consecutive day.

Crippled by idled power plants and tight energy imports, the state’s power grid strained
to meet the load going into the weekend. The danger of blackouts, caused by cold weather
and an unprecedented drop in the energy supply, was expected to grow severely today, as
an Arctic front blows down the West Coast from Canada.

Going into the weekend, California Power Exchange prices for Saturday peak were
$251.23, with off-peak $256.79 and the 24-hour weighted average at $252.79. A day earlier,
prices were fractions of a cent above $250.

The Bonneville Power Administration had no surplus power to sell at least through
Saturday.

Fridaybegan with a Stage 2 declaration by the California Independent Systern Operator
— the fifth such declaration in as many days and the ninth in three weeks.

Also firming up power prices was the cost of natural gas, which reached as highas $63
at COB/Malin, Ore., $61 at the Pacific Gas & Electric Citygate and $55 at the Southern
California Border.

AtPalo Verde, January ranged $250-$375 and near $320 at NP15.

Second-quarter 2001 traded as high as $215 atMid-C and in a tight range to $190 at Palo
Verde

Third-quarter 2001 sold at or above $290 at Palo Verde. KW/NM

Transmission probiems force Entergy to mid $70s
ntergy dailies opened at $50, about $23 lower than the previous day’s trades.

However, they soon regained ground, passing the high from the day before.

By the end of the day deals were done at $76, a net gain of $1. Traders were not certain
what was driving prices up, but suspected transmission constraints.

InMAIN, ComEd dailies fell even further, about $16 to the low $50s. Central
Off-peak sold near $19. . Markets

Weekend trades moved in the low $30s and off-peak sold in the
low$20s.

After undergoing a hot shutdown last week, ComEd’s 828-MW nuke unit, Quad Cities
1, began powering back up after repairs.

Northern MAIN dailies moved around the low $60s. However, the same unfortunate
player who all last week caught the high deals paid around $120 for a much-needed package.
Weekend peak sold in the upper $20s.

Ameren reported weekend off-peak deals near $20.
Light weekend demand helped push northern MAPP dailies down about $20, to $75.
Central Generation Outage Report for December 11

Information from the Nuciear Raguiatory Commission is sometimes outdated, and notall utilities re3pond to requests
for verification of unit status. Copyright 2000 by FT Energy

UnitName, MY NERC UnitStatus Scheduied restart
Operator Region oroutage date
LaSatle 2 828 MAIN Nuclear; operating at 100% Full power
ComEd following 6 refueling outage  Dec. B

Quad Cities 1 828 MAIN Nucisar; operating at 1% after Start up

ComEd hot shutdown Dec. 6 on Dec. 7

© Copyright 2000 by Financial Times Energy
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Massey calls for inquiry into market power methodology

orders yesterday, strongly called for the commission to give

up its current method of market power analysis.

“Our current standard is just plain outdated, inadequate and
unreliable,” Massey said.

Massey has previously attacked the “hub-and-spoke™ method
of market power analysis, which presurnes market power if any single
market participant holds a 20% market share.

In April, Pacific Gas & Electric and Southern California Edison
made a similar argument in asking FERC to deny renewal of market-
based rate authority to Williams Energy Marketing and Trading
(MWD 4/4). The two utilities argued that while Williams controls

FERC Commissioner William Massey, dissenting from two

less than 20% of the generation resources in the state, it is still able
to exercise market power. To renew its market-based rate authority,
Williams should perform an analysis of market power using other
means, the utilities said.

Massey said the events of the California wholesale power
market — where no single generator or power seller holds close to
20% market share —during the past year indicate that market power
canbeexercised by any player holding a much smaller piece. The *20-
percent share threshold is too simplistic,” he said.

In one decision issued yesterday in draft form, the commission
granted market-based rate authority to Sierra Southwest Cooperative

(Continued on page 8)

INSIDE THE MARKET REPORT

WESTERN MARKETS:
| Q Dailies rise to upper $100s

Drop in imports forces Califomia into
emergency 4

CENTRAL MARKETS:
Q Dailies sink to teens, $20s
Entergy 1ands at §25 ...o.eevreveercnesssscnsranns &

EASTERN MARKETS:

QO Cinergy takes a beating
TVA barely moves in the {8enS ........cwesese 5

Key Hub Trades for
Standard 16-Hour Daily
Products

Waighted average index prices (in $/MWh)
and volumes are shown for selected major
hubs. More detailed price informationis available
on page X.

Bush, Davis agree to disagree on price caps

Davis have a “fundamental disagree-

ment over whether or not California is
entitled to price relief,” Davis said after the
two met privately in Los Angeles on Tues-
day to discuss the state's energy crisis.

Despite intensified arguments that con-
tinuing high wholesale power prices will hurt
California and the larger U.S. economy, Davis
was unable to persuade Bush to support
temporary price controls in the state.

Bush again declined Davis’ requests
for caps on power prices. But California is
legally “entitled” to price caps, Davis ar-
gued during a press bricfing following his

Prcsidcnt Bush and California Gov. Gray

meeting with Bush.

“The president did not create this prob-
lem,” Davis said of the power crisis. “Like me,
he inherited a mess.” Davis has lately stuck
to his message that California is doing all it
can to bring new power plants online and to
reduce consumption.

The governor, who acknowledged the
president’s efforts in other areas to help
California, said he and Bush have a “funda-
mental disagreement” over the issue of price
caps. Davis said caps are necessary for Cal-
ifornia, which is short generation and could
pay $50 billion to $70 billion this year for its

(Continued on page 7)

State regulators add views to Bush energy plan

week issued a set of national elec-

tricity policy recommendations direct-
ed at both state and federal lawmakers and
officials.

“We feel timing is critical,” Montana
Public Service Commissioner Bob Ander-

umity regulators from 13 states this

g'!i"’y Weighted  Trading son, leader of the effort, said. “President
oint Average Volume R . .

Index Reported Bush issued his energy policy recommenda-
cos A 180.20 125 tions recently, and we commend him for it.
'“,":";c\z‘:’::'a :;ggz : gg Our recommendations will complement his

1COT-8 3512 1,500 and enrich the policy debate.”
<om Ed 16.57 350 The report identifies seven principal
Entergy 27.24 5.150 licy areas. “These comprehensive policies
Cinergy 17.22 9,520 | polcyareas. P p
PM 24.25 5,600 present a balance between supply and de-
TVA 17.74 1,450

mand, while recognizing the important role of

energy cfficiency, as well as environmental
and consumer protection,” Anderson said.
Policy-makers should improve existing
generation technologies to increase efficien-
¢y and minimize environmental impact, the
report says. Policies also should promote fuel
diversity including “green” power sources.
Toensure reliability, transmission and
distribution, companies should provide
“adequate and efficient generation,” the
report says. Delivery companies also should
provide acertain minimum level of reliabil-
ity to all customers “as a part of basic
electric service.” :
Because 93% of customer outages re-
(Continued on page 2)
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Davis ready to take his case to court ... (rompage 1)

wer purchases. Davis told Bush he would
“pursue every recourse available” to “en-
sure that markets are functional and rates are
just and reasonable.”

Davis also said he hoped Bush would
comununicate to the two new FERC members
“that California is entitled to price relief.”

So far, federal regulators have taken
steps to ensure a competitive power market
in the long term, but they have refused to
implement short-term caps.

In a meeting that Davis described as
“cordial,” the governor said he informed the
president that he would do ail he could to
fight for Californians against high power
prices charged by generators that Davis
accuses of market manipulation. N

Davis indicated that action would in-
clude lodging a lawsuit against the regula-
torsat FERC. The agency's legal mandate is
to ensure that power prices are “just and
reasonable,” and FERC ruled in a December
order that the market was not competitive.

In that order and in subsequent actions,
FERC implementeda series of measures aimed

ironing out faults in California’s market
.ucture and at limiting wholesale prices
during power emergencies.

Davis and other state officials claim
those actions have failed to limit price spikes
and will not help the state avoid blackouts
and high costs for power this summer. Three
state agencies and the state Assembly have
filed petitions within the last few days re-
questing a rehearing of the agency’s latest
order on price mitigation measures during
power emergencies.

Speaking after his meeting with Bush,
Davis indicated those filings are the first
step in a legal process that could result in
lawsuits against FERC. The state must first
exhaust all legal and procedural remedies
with FERC before turning to the courts, he
said.

Alawsuit filed last week in federal court
by senior Democrats in the state Senate and
Assembly was dismissed Tuesday because
those legislators had not first gone through
all appeals channels directly available with
FERC, Davis said. A three-judge panel at the
Minth Circuit Court of appeals dismissed the

stion, saying only that the “petitioners
have not demonstrated that this case war-
rants the intervention of this court.”

FERC Chairman Curt Hebert seemed
unfazed at the prospect of Davis’ threatened

legal action.

“] think the Ninth Circuit made it clear,
FERC is doing our job appropriately,” Hebert
said at yesterday's commission meeting.

In addition to legal remedies to force
federal regulators to act, Davis also pointed
to Senate Democrats, who will take control of
that body early next month, as potential
partners who could help California by ap-
proving price cap legislation. California’s
Democratic senators, Dianne Feinstein and
Barbara Boxer, have both introduced bills
that would impose price caps in Western
markets.

“I'm looking forward to working with
the newly constituted United States Senate
to make sure that the problems of California
and the West ... getafull airing,” Davis said.

Davis attempted to sway Bush in favor
of price caps by arguing that a crisis-dam-
aged California economy will hurt the nation
and that the federal government is required
by law to ensure reasonable rates.

But Bush, who has been steadfastly
against price caps, explained his opposition
to the caps in a speech at the World Affairs
Council in Los Angeles. He also noted that
the Clinton administration did not call for the
imposition of price caps.

“We will not take any action that makes
California’s problems worse, and that's why
1 oppose price caps,” Bush said. “Price caps
do nothing to reduce demand, and they do

nothing to increase supply. This is not only
my administration’s position, this was the
position of the prior administration.”

The president said his administration
would help Californiaby expanding the state’s
main north-south transmission line, Path 15;
requiring federal facilities in the state to
reduce demand 10%; and providing addi-
tional funding to low-income consumers to
help offset rising electricity and gas prices.

The president also told Davis that he
would dispatch newly installed FERC Com-
missioner Pat Wood, the former head of the
Public Utility Commission of Texas, to Cali-
fornia to investigate why natural gas prices
are higher in the state than in other parts of
the country.

Davis called Bush’s offer “good news”
and said the president agreed with him that
it “made little sense for California to receive
Texas natural gas at roughly $13 per British
thermal unit, when New York isreceiving the
same gasatroughly $5.95 per British thermal
unit.”

The president wants Wood “to see if
there is market manipulation” in the Califor-
nia natural gas market and “to review the
wisdom of the Federal Energy Regulatory
Commission’s decision two years ago,”
when, Davis said, FERC suspended a tariff
that controlled the transportation prices of
natural gas when it flows from Texas to other
parts of the country. MS/ADP

Energy economists to testify on market manipulétion

ifornia legislators will hear testimo-

ny later today from two prominent

energy economists on allegations that
power generators have colluded to drive up
prices in the state’s wholesale power mar-
kets.

Severin Borenstein and Alfred Kahn are
scheduled to testify before the state Sen-
ate’s Select Committee to Investigate Price
Manipulation of the Wholesale Energy
Market. Kahn may address issues of phys-
ical withholding of power supplies by gener-
ators, while Borenstein would likely brief
senators on economic models exhibiting
generators’ ability to exercise market power
toraise prices, a representative of commuittee
Chairman Joseph Dunn indicated.

The select committee has taken testimo-
ny in three earlier hearings from state energy

© Copyright 2001 by Financial Times Energy

officials on plant outages and their effect on
prices. Within the next several weeks, the
committee also plans to hear from genera-
tors, according to the representative.

The “big five” out-of-state generators
— Duke, Dynegy, Reliant, Williams/AES
and Mirant — will be invited to give their side
of the story, as will energy marketer Enron,
he said. Those companies have been repeat-
edly accused by state officials of gouging
consumers and engaging in illegal activity.

Borenstein, Kahn and eight other econ-
omists last week co-signed a letter to Presi-
dent Bush arguing for the imposition of
short-term price caps on wholesale markets.
The economists asserted that the failure of
deregulation in California could harm the
development of competitive electricity mar-
kets across the nation. ADP
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From the publisher of Gas Daily® and Coal Outlook

Calif. inks deal with QFs, will release details on long-term contracts

of small generators that will return the full amount of power

contracted by those facilities back to the market, adding be-
tween 100 MW and 300 MW of additional power to the state’s grid
this summer, Gov. Gray Davis said yesterday.

Contracts signed with two groups of qualifying facilities estab-
lish new prices for the power they will supply to the second largest
investor-owned utility in the state, Southern California Edison,
Davis said.

The deals also provide for marginal payment of back debts owed
by the utility to the generators, provided the individual facilities
produce additional energy at their facilities.

cuifomia officials have reached agreements with two groups

But the cffective date of the agreed-to prices is linked to
approval by the state Legislature of an agreement between So-
CalEd’s parent company and the state. The memorandum of under-
standing between Davis and Edison International would pave the
way for the state’s purchase of the utility’s power lines.

Negotiations between the state and the QFs have resulted in
bringing 95% of the power produced by those generators back onto
the market, Davis said. Numerous QFs had been withholding their
output from the market in protest over nonpayment of past bills by
California’s largest utilities.

The output of QFs serves up to one-third of California’s total

(Continued on page 8)

INSIDE THE MARKET REPORT

WESTERN MARKETS:

Q Prices hold
Good supply, weather avert increases .........4

Key Hub Trades for
Standard 16-Hour Daily
Products 06/14/01

Weighted average index prices (in $/MWh)
and volumes are shown lor selected major
hubs. More detailed price informationis available

Cheney, Hebert hold firm on energy policy

Chairman Curt Hebert both pledged

yesterday to stay the course when it
comes to energy policy. But while both men
faced a friendly audience at the Energy Effi-
ciency Forum yesterday at the National Press
Club in Washington, their remarks seemed
aimed more at winning over a skeptical audi-

Vce President Dick Cheney and FERC

CENTRAL MARKETS: i
encein California.
Q Dailies fali back Cheney and Hebert emphasized the im-
portance of market remedies — and reaf-
Weather cools 4 firmed their opposition to price controls.
Hebert, for one, was adamant that recent
EASTERN MARKETS: FERC measures would suffice to create a
" better-functioning market out West.
Q Dailies soften
Wide range in Cinergy continues .............. 5

“California does not mean an end to
competition,” he said.

Cheney repeated the main selling points
of the administration’s recently introduced
national energy policy. And while he warned
of the possible economic impact of the cur-
rent supply situation, the vice president said
that the nation's energy problems could be
fixed with a dose of “resolve, ingenuity and
clarity of purpose.”™

The remedies that Cheney listed include
the construction of a new gas pipeline that
would run from Alaska's North Slope, a
proposal that Cheney called “relatively non-

(Continued on page 7)

FERC clears National Grid purchase of NiMo

th a specific provision on account-

ing procedures, FERC yesterday

approved New York-based Niagara

Mohawk Holdings' proposed acquisition

by National Grid USA, the U.S. branch of the
British transmission utility.

National Grid USA, which operates two

on page 3.

Detivery "(;'3:;': lrading | transmission and distribution utilities in New
index Reported England, offered to buy NiMo last Septem-

cos ' 57.33 75 ber ina $3 billion cash and stock transaction

Mid-Columbia 58.20 2,100 that includes assumption of $5.9 billion in

Palo Verde 62.59 2,025 ) . N

ERCOT-8 4117 1,950 NiMo debt MWD 9/6/00). NiMo serves 1.5

gnomEd 29.10 gggg million electricity and 540,000 natural gas

tergy 1.98 . i

Cinergy 344 11,000 customers in upstatc New York. _

PM © 55.26 8.750 The combined company, which would

TVA 52.28 2,000

be a new holding company registered in the

United Kingdom under the name National
Grid Group (the same name as the existing
overall company), would serve 3.3 million
electricity customers in the United States,
placing it among the top 10 in terms of cus-
tomers served.

NiMo will continue as the local utility
and will remain under the regulations of New
York state.

Both companies have sold substantially
all of their generation assets — NiMo’s major
remaining asset, its interests in the Nine Mile
Point nuclear plants, has been committed to
Constellation Energy Group—so FERC found
no competitive market issues there.

(Continued on page 2)
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Kettle Fall - “Bi-Fuel” (Nat. Gas/Qil) Generation
April 7, 2001

Situation

Although the company has worked hard to balance the utility’s load and resource positions,
there are conditions that require additional short-term supplies of power. It is prudent for us to.
protect ourselves from short-term deficiencies, variability in available power from hydro projects,
variability in loads and generation unit outage risk given the high prices and volatility evident in
the competitive electric power market. Building additional generation suitable for economic
short-term supply is one such way to obtain that protection.

Kettie Falls “Bi-Fuel” Generation ,

We have received a proposal for 10.8 megawatts of generation that would be located at the
Kettle Falls Generating Station. The generation package consists of “bi-fuel” (simultaneous
natural gas and oil operation) reciprocating engine generators. This bi-fuel generation is
particularly suited to the Kettle Falls location. Natural gas may not be available during all time
periods on the Kettle Falls gas lateral. This type of reciprocating generation unit will shift from
80%/20% gas/oil operation to 100% oil operation under conditions when gas is not available.
100% oil operation could occur up to 4 months per year. This is the scenario used in our

economic analysis.

These are new units that are assembled in Canada. The project consists of six 1.8MW units.
Half of the units could be delivered as early as mid-April with the other half in mid-May. Units
are in weatherproof enclosures and would have additional sound abatement material installed.
They can be placed on crushed gravel without a foundation. The units are relatively efficient
with a 9615 heat rate on 80%/20% gas/oil operation. Because of uncertainty around air permit
limitations, either a 12-month lease or purchase are the financial options considered. The
- equipment has a 10% residual value at the end of the 12-month lease.

There are several scenarios under which these units might operate depending on the air permit
process:

1. Operate 7/1/01 until whatever time the new 7MW CT begins operation at Kettle Falls
(approximately 1/14/02) under a 12 month emergency temporary permit. This assumes that
air permit studies show that we cannot operate the existing plant, the new 7MW CT and
these 10.8MW bi-fuel generation units simultaneously and units cannot be moved to
another site. Under this scenario, the 10.8MW units would be shut-down on 1/14/01.

2. Operate 7/1/01 until whatever time the new 7MW CT begins operation at Kettle Falls.
When the new 7MW CT begins operation, move the 10.8MW bi-fuel generation to a location
(tentatively we have identified Hallet & White substation) in Spokane County where
emergency temporary permits can be obtained for limited 6 month periods. Operate through
6/30/02 at the second location.

3. Begin operation at Kettle Falls 7/1/01 under the emergency temporary permit. If air quality
modeling for the new 7MW CT indicates that the existing plant, 7MW CT, and the 10.8MW

Exhibit No.____ (KON-4)
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bi-fuel generation can all be operated simultaneously, then a permanent permit application
will be filed such that the 10.8MW bi-fuel units can operate indefinately. In this scenario, the
bi-fuel units will be left at Kettle Falls through 6/30/02.

Scenario #3 is the best case. Scenario #1 is the worst case. We have financially modeled both
cases. .

Issues associated with this generation include:

« Air Permit — These units would operate on a temporary (12-month) “emergency generation”
permit basis up until the time when the new 7MW CT (which has already approved for Kettle
Falls) will come on line (approximate on-line date 1/15/02). We expect a 30 day permit
time-line under the governor’'s program. We will proceed with permitting the 7MW unit after
we receive the emergency temporary permit for the 10.8MW generation. We will include in
that modeling analysis one scenario where the existing generation plant, the 7MW turbine,
as well as the 10.8 MW bi-fuel generation operate simultaneously. We will then evaluate
whether it is reasonable to request a permanent permit for all three generation projects, or
whether we will stop generation of the bi-fuel units at the Kettle Falls site at the time the
7MW CT comes on line. These units will have SCR emission control equipment added to

control NOx and CO.

[We are in the process of obtaining the air permit modeling for this project. Results are
expected within the next week.]

« Property — All units will fit on the existing Kettle Falls site. Noise abatement measures are
planned due to residences nearby.

e Building Permit — This generation comes in unit containers and will set directly on crushed
gravel. We plan to build an additional 15,000 gallon oil storage tank to supplement the
existing 10,000 galion tank on site.

e Electrical Interconnection — Generation will come with transformers to step-up to 13.8KV
and it is planned to integrate them into the distribution system at that voltage.

[Engineering must give the final ok on the number of units at this site depending on some
specific electrical parameters that relate to fault duty.]

e Gas Supply - There is natural gas available at Kettle Falls. A new gas regulator and
additional gas lines are budgeted. As discussed above, capacity for natural gas may not be
available on all days depending on downstream use (including NW Alloys use) as well as
Kettle Falls plant use to augment wood fuel and the new 7MW CT natural gas useage.

« Oil Storage — As described above, we plan to have 25,000 gallons of storage capacity on-
site. Additionally, each generation unit comes equipped with a 2400 galion double wall
tank. Therefore, we will have a total of 39,400 gallons of oil storage capability at Kettle
Falls. This capacity provides for approximately 10 days of operation on 80%/20% gas/oil
operation and 2 days of operation on 100% oil operation.

e Financing — Theseé units could be either purchased or financed through a lease with US
Bancorp. The equipment has a 10% residual value at the end of the lease and we wouid
have an option to purchase the equipment at that value. [We received the form of the lease
agreement on 3/23 and it has not been reviewed.]

« Reliability — Due to the small unit configuration, the company benefits from the
diversification.
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« Economics — The planned operation of these units is to provide a lower cost alternative,
compared to purch sih_g firm power in the market to cover short-term deficiencies, variability
in available power hydro projects, variability in loads and generation unit outage risk
Doing so would reduce the electric deferral balance.

The following information is based on the currrent forward market prices for both natural
gas and electricity. Two scenarios have been prepared for the analysis. Scenario 1
assumes the generation is operational for 12 month period. Scenario 2 assumes the
generation is operational for a 6 month period (although the iease payments continue for
the full 12 months). Results of the analysis are as follows:

Scenario 1 Scenario 2
12 Month Operation 6 Month Operation
(85,147 MWh) (42,924 MWh)

[ $/MWh | Total Dollars | | $/MWh | Total Dollars |

Fixed Cost To Generate $53 $4.5 million $105 $4.5 million
Variable Cost To Generate $86 $7.3 million $88 $3.8 million
Total Cost To Generate $139 $10.9 million $192 $8.3 million
Ave. Flat Forward Market $265 $21.7 million - $358 $15.4 million
Project Benefit $127 $10.8 million $166 $7.1 million

This economic analysis assumes a July 1* on-line date. It is likely that this generation can be
put on line more quickly. '

A revenue requirement analysis has also been performed showing a comparison of a 12 month
operation under a 12 month lease arrangement and a purchase option that allows the units to
operate over a 25 year life. The 12 month lease option shows a $11.9 million positive benefit
while the purchase option shows a $11.3 million positive benefit. :

The purchase option has greater benefits in year one and two when the spark spread between
electricity and natural gas creates high positive benefits. Thereafter, the spark spread is not
great enough to overcome the ongoing fixed costs of the project, even though it operates on a
variable cost basis.

Comparatively, the lease option has less value in the first two years. However, this is probably
a better match of the costs to the benefits of this project. The lease places most of the costs
into the 12-month lease (which straddles a two year time period in the analysis). This is also
when the greatest benefits to customers occur. '

Cost of the 12 month lease including emission equipment is $348,641/month. Additional sound
abatement costs may be added to this.

Cost of the generation equipment including emission equipment is $4,402,588 not including tax.
Cost to purchase the generation equipment plus tax, installation, and sound abatement is

estimated at $5,054,000
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A _ .
~IVISTA
Corporation

Energy Resources

Devil's Gap Temporary Diesel Generation Proposal
Prepared by Jason Thackston
4/4/01

Situation

Although the company has worked hard to balance the utility's load and resource positions,
there are conditions that require additional short-term supplies of power. It is prudent for us to
protect ourselves from short-term deficiencies, variability in available power from hydro projects,
variability in loads, and generation unit outage risk given the high prices and volatility evident in
the competitive electric power market. Building additional generation suitable for economic
short-term supply is one such way to obtain that protection. While the Boulder Park generation,
if completed, will add 50.7 megawatts of capacity by mid-July, there is a need for additional
generation in the short-term. Given the potential emissions challenges at Boulder Park, it is even
more prudent to pursue additional generation.

Devil's Gap Generation

We have received a proposal for 20 megawatts of diesel generation to be sited near the Devil's
Gap substation in Lincoin County. The generation consists of 20 one-megawatt containerized
diesel units. Natural gas is not available in the region, so any generation in that area needs to be
fueled by alternative sources such as diesel. Issues include:

« Alternatives to Project — Avista continues to assess short-term supply through other
temporary generation, customer load buy-backs, market purchases, and financial options.
The economic analysis for the short-term compares the benefits of the project to the most
liquid and available alternative, the over-the-counter energy market. Financial options are
unavailable in the marketplace due to the dramatically increased volatility in the market and
are not a viable alternative.

e Air Permit — Given the short-term nature of this project (the offer contains a one-year rental

~contract), a temporary one-year permit would be pursued. This generation will be equipped
with adequate emissions controls. Permitting will be complete before this generation is
available for operation.

e Property — Avista owns the property near the substation.

« Electrical Interconnection — 20 megawatts can be integrated into Devil's Gap with a spare
transformer and spare power circuit breaker, both owned by Avista.

« Diesel Supply ~ Avista has received a quote for diesel delivered to the site ~ fuel is readily
available and could be procured for the one-year period of time.

« Financing — Aggreko has directly offered a monthly rental amount for one year. Monthly
payments to Aggreko are projected to be about $900,000.

o Reliability — Given the multiple units, the risk of losing all 20 megawatts is minimal.
Reliability is therefore greater than a single 20 megawatt unit.

« Efficiency — The heat rate is calculated to be 10,712.

Exhibit No.____ (KON-4)
Case No. AVU-E-____
Page 6 of 10



- Economics — Because this generation would be used to protect against unit outages and
peaking loads, the output of this generation would not be pre-sold into the market. However,
on a short-term basis, as loads and resources permit, the generation could be sold into the
market when economics support the transaction. Doing so would be prudent as it reduces
the electric deferral balance.

The following information is based on forward market prices for both diesel and electricity as
of this last week. Given the one-year offer from Aggreko, only one scenario has been
evaluated — all costs of the project are incurred over the year and the equipment is returned
at the end of the period. Results of the analysis are summarized below and detailed in

Attachment A:

Generation @ 92% Availability (161,184 MWh)

- $/MWh Total Dollars
Fixed Cost to Generate $70.99 " $ 11.4 million
Variable Cost to Generate 91.17 14.7 million
Total Cost to Generate . 162.16 26.1 million
Increased Revenue or . .
Decreased Expense 283.10 45.6 million
Project Benefit $ 120.94 $ 19.5 Million

This project is beneficial to the system over the next year and is considered a strong
alternative to other short-term energy sources. The generation is not intended to be a
longer-term solution to Avista's resource needs but fits well into the short-term resource
needs for the coming summer and winter. A revenue requirement model was not run on the
project, as this has no long-term benefits to the customer. It is assumed that the deferral
balance would incorporate the operating costs (including the rent/lease), as the resulting net
increased sales or net decreased purchases positively impact the deferral balance in the

magnitude listed above.

The analysis of this project assumes an operational date of July 1.

Jason Thackston
April 2, 2001
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Q. Please state your name, the name of your employer and your business address.

A. My name is Ronald L. McKenzie. I am employed by Avista Corporation at 1411
East Mission Avenue, Spokane, Washington.

Q. In what capacity are you employed?

A. I am employed by Avista as Manager of Regulatory Accounting in the Rates and
Regulation Department.

Q. Please state your educational background and professional experience.

A. 1 graduated from Eastern Washington University in 1973 with a Bachelor of Arts
Degree in Business Administration, majoring in Accounting. I joined the Company in September
1974. 1 obtained a Master of Business Administration Degree from Eastern Washington
University in 1989. I have attended several utility accounting and ratemaking courses and
workshops. I have held various accounting positions within the Company. I have served in the
Rates Department for the majority of my career with the Company.

Q. What is the scope of your testimony in this proceeding?

A. My testimony provides a status report of the accounting entries and account
balances related to the Idaho Power Cost Adjustment (PCA) for the twelve months ended June
30, 2002. The unrecovered deferral balance at June 30, 2002 is $45,600,228. I explain how the
Company has complied with the Commission’s last order related to the Centralia capital and
O&M credit and the method of calculating interest. I explain that the PGE contract credit will be
fully amortized at the end of 2002 and the resulting PGE contract related revenues that will be
reflected in the PCA calculations beginning January 1, 2003. I explain that a Customer Notice

was issued and that if the Company’s proposal to extend the surcharge is approved, there would

McKenzie, Di
Avista
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be no change to the existing PCA tariff, Schedule 66. In addition, I address the Company’s
request to increase the carrying charge rate that is applied to the net deferral balance.

Q. Are you sponsoring an Exhibit?

A. Yes. Iam sponsoring Exhibit No. ___ (RLM-1), consisting of two pages.

Q. What amount of the deferral balance at June 30, 2002 remains to be recovered?

A. The amount of unrecovered deferral balance at June 30, 2002 is $45,600,228 as

shown below:

Deferral, Account 186.38 $60,723,493
Accumulated amortization, Account 186.39 -15.123,265
Unrecovered balance at June 30, 2002 $45,600,228

Q. Would you please describe the accounting entries and account balances related to
the PCA deferral account?

A. Yes. The PCA deferral account balance, Account 186.38, at June 30, 2001 was
$30,007,057, the actual amount of power costs authorized for recovery at page 11 of the
Commission’s Order No. 28876 in Case No. AVU-E-01-11 dated October 12, 2001. Listed
below is a summary of the major components of the deferral account entries that were recorded
for the twelve-month period July 2001 through June 2002 together with the deferral account

balances at the beginning and end of the twelve-month period:

Deferral balance at June 30, 2001 $30,007,057
Deferrals July 2001 through June 2002 48,442,371
Transfer of under-rebate -49,073
Transfer of under-surcharge 342,069
PGE monetization accelerated amortization -20,783,521
Interest 2,764,590
Subtotal — Account 186.38 balance at June 30, 2002 60,723,493
Revenues collected October 12, 2001 — June 30, 2002 -15,123.265
Unrecovered balance at June 30, 2002 $45,600,228

Q. Would you please explain the components listed above?

McKenzie, Di
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A. Yes. The deferrals of $48,442,371 represent the Idaho jurisdictional share of 90%
of the excess power costs incurred by Avista for the twelve months ended June 30, 2002. Mr.
Norwood discusses the components that make up this amount. The remaining 10% of the excess
power costs were absorbed by the Company.

The transfer to the deferral account of the under-rebated amount of -$49,073 relates to the
$2,363,500 rebate effective August 1, 2000 that expired on July 31, 2001. The amount actually
rebated to customers during that twelve-month period was $2,314,427. The effect of this
accounting entry is to reduce the deferral balance by $49,073.

The transfer of the under-surcharged amount of $342,069 relates to the $5,707,635
surcharge effective February 1, 2001 that was accounted for in miscellaneous accounts
receivable, Account 142.38. The surcharge was originally set to expire on January 31, 2002, but
was extended by Order No. 28876 to expire on October 11, 2002. The amount actually
surcharged to customers during the twelve-month period February 1, 2001 through January 31,
2002 was $5,365,566 and was accounted for through amortization entries as credits to Account
142.38. The remaining balance of $342,069 in Account 142.38 was transferred to the deferral
account, Account 186.38 in January 2002 for later recovery. Subsequent to January 2002, the
extended surcharge revenues were accounted for by crediting accumulated deferral amortization,
Account 186.39.

The -$20,783,521 figure relates to the amount of accelerated amortization of the Portland
General Electric (PGE) contract credit balance for the months of October 2001 through June
2002. The Commission authorized the accelerated amortization at page 12 of Order No. 28876.
The normal amortization and the accelerated amortization of the PGE contract credit balance will

end December 31, 2002. Beginning January 2003, the PGE contract related revenues reflected in
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the PCA calculations will be the actual revenues received from PGE, and will no longer include
additional adjustments.

The $2,764,590 interest amount represents interest for the twelve-month period July 1,
2001 through June 30, 2002 as well as an adjustment for the first six months of 2001. In October
2001, interest was adjusted for the months of January through June 2001 and the months of July
through September 2001 to comply with Order No. 28876 at page 13. In compliance with the
Order, interest has been calculated using the customer deposit rate applied to the month-end
deferral balance prior to the month that interest is being calculated with no compounding of
interest.

Q. Has the Company complied with applying 100% rather than 90% of the Centralia
capital and O&M credit in the deferral calculation?

A. Yes. The Centralia capital and O&M credit is addressed at page 9 of Order No.
28876. In July 2001 the Company began applying 100% of the Centralia credit as a deferral
offset and an adjustment was recorded for the difference between 100% of the credit and the 90%
of the credit that had been recorded for the months of January through June 2001.

Q. How much PCA revenue was rebated and surcharged during the twelve-month
period of July 1, 2001 through June 30, 2002?

A. There was $161,270 of PCA rebate and $18,238,963 of PCA surcharge during the
twelve-month period of July 1, 2001 through June 30, 2002. An amount of $161,270 of PCA
rebate amortization was charged to the August 1, 2000 rebate deferral balance, Account 242.11.
Of the $18,238,963 amount of PCA surcharge, an amortization of $3,115,698 was credited to the
February 1, 2001 surcharge deferral balance, Account 142.38, and an amortization of

$15,123,265 was credited as an offset to the deferral balance in Account 186.39.
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Q. Was a notice supplied to customers regarding the Company’s proposal to continue
the existing PCA surcharge for an additional twelve months?

A. Yes. Page 1 of Exhibit No. ___ (RLM-1) is a copy of the notice that was provided
as a bill insert to Idaho electric customers beginning August 12, 2002. The notice indicates that
the Company has filed a request with the Commission to continue the existing 19.4% surcharge
for an additional twelve months. The existing surcharge amounts to approximately $23.6 million
on an annual basis.

Q. If the Company’s proposal to extend the surcharge is approved, would it require a
change to the current PCA tariff, Schedule 66?

A. No. In fact, the Company is proposing that the current Schedule 66 remain in place
as currently on file. The existing Schedule 66 contains the currently effective surcharge rates that
the Company is requesting be extended for an additional twelve months. Under the Special
Terms and Conditions on the tariff is a statement that, “The rates set forth under this Schedule
are subject to periodic review and adjustment by the IPUC based on the actual balance of
deferred power costs.” Page 2 of Exhibit No. ___ (RLM-1) is a copy of Schedule 66.

Q. Would you please describe the Company’s request for an increase in the carrying
charge that is applied to the unrecovered deferral balance?

A. Yes. The carrying charge rate applied to the unrecovered deferral balance is the
customer deposit rate. The current rate is 4% in 2002. The Company belicves that a more
realistic carrying cost is the Company’s actual weighted cost of debt, which at June 30, 2002 was
8.88%. The deferral balance is being recovered over multiple years and the Company has issued
long-term debt to finance the deferral balance.
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Q. Is recovery of the deferral balance over multiple years different than the time period
for the recovery or rebate of deferral balances in the past?

A. Yes. In the past, PCA rebates and surcharges have been for twelve month periods.
The combination of poor hydro conditions and unprecedented high wholesale market prices have
led to both a higher than normal PCA surcharge of 19.4% as well as recovery of the deferral
balance over multiple years.

Q. Has the Commission previously approved a carrying charge rate for Idaho Power
Company that recognizes recovery of power costs deferred beyond one year?

A. Yes. Order No. 29026 in Case Nos. IPC-E-02-2 and IPC-E-02-3 issued May 13,
2002 at page 19 authorizes a carrying charge rate of 6% for Idaho Power Company for power
costs that are deferred for recovery beyond one year.

Q. Would the carrying charge rate of 6% be acceptable to the Company?

A. A carrying charge rate of 6% would be more representative of the true cost of
financing the deferred power costs. In this particular case, we believe a higher carrying cost is
justified since the deferred power costs will be recovered over multiple years.

Q. Is the Company proposing that the higher carrying cost be temporary or permanent?

A. The Company is proposing that the higher carrying cost be allowed until the multi-
year recovery of the deferral balance ends. The carrying cost could then revert back to the
customer deposit rate.

Q. Does that conclude your testimony?

A. Yesitdoes.
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Important Notice for Idaho

Electric Customers
August/September 2002

Avista has filed with the Idaho Public Utilities
Commission (IPUC) a request to continue the
existing Power Cost Adjustment (PCA) electric
surcharge of 19.4% for an additional twelve months.
If the request is approved, there would be no change

_ to your existing electric rates; they will remain the
same as they are now.

Last fall, the IPUC approved a 19.4% electric
surcharge for each major customer class to expire on
October 11, 2002. On an annual basis the surcharge
amounts to approximately $23.6 million. The IPUC
directed Avista to file a status report to support
continuation of the 19.4% surcharge. Avista has

19.4% surcharge be extended until October 11, 2003
to recover excess power costs that the Company
has experienced to serve its customers. Avista makes
no profit from surcharge revenues and actually is
required to absorb 10% of excess power costs.

The PCA mechanism was originally approved by
the IPUC in 1989. The mechanism allows the
Company to surcharge or rebate changes in costs to
customers on a temporary basis based on the
difference between actual power supply costs and
the level of those costs reflected in base retail rates.

Avista’s request to extend the electric surcharge
is a proposal, subject to public review and a
decision by the IPUC. A copy of the Company’s
application is available for public review at the
offices of both the IPUC and the Company. A
copy of the application is also available on our
website at www.avistautilities.com under “Energy
Prices”, “Rates and Tariffs”.

If you would like information on energy
conservation tips, energy assistance programs,
and bill payment plans, visit our website at
www.avistautilities.com, or call us at 1-800-227-9187.

A :
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filed the status report and is requesting that the
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IDAHO PUBLIC UTILITIES COMMISSION -

Approved Effective
Sixth Revision Sheet 66 |October 12, 2001 October. 12, 2001
Canceling . Per. O.N. 28876
|.P.U.C. No.28 Fifth Revision Sheet 66 Jean D. Jeweﬁs Secretafy
AVISTA CORPORATION
d/b/a Avista Utilities
SCHEDULE 66

TEMPORARY POWER COST ADJUSTMENT - IDAHO

APPLICABLE:

To Customers in the State of Idaho where the Company has electric service
available. This Power Cost Adjustment shall be applicable to all retail customers for
charges for electric energy sold and to the flat rate charges for Company-owned or
Customer-owned Street Lighting and Area Lighting Service. This Rate Adjustment is
designed to recover or rebate a portion of the difference between actual and allowed
net power supply costs.

MONTHLY RATE:
The energy charges of the individual rate schedules are to be increased by the

following amounts:

Schedule 1
0 - 600 kwhs ‘ 0.939¢ per kwh
over 600 kwhs 1.092¢ per kwh
Schedules 11 & 12 1.391¢ per kwh
Schedules 21 & 22 1.011¢ per kwh
Schedules 25 0.607¢ per kwh
Schedules 31 & 32 0.888¢ per kwh

Flat rate charges for Company-owned or Customer-owned Street Lighting and
Area Lighting Service are to be increased (decreased) by the following percentage:

Schedules 41-49 19.37%

SPECIAL TERMS AND CONDITIONS:

The rates set forth under this Schedule are subject to periodic review and
adjustment by the IPUC based on the actual balance of deferred power costs.

Service under this schedule is subject to the Rules and Regulations contained
in this tariff.

The above Rate is subject to increases as set forth in Tax Adjustment
Schedule 58.

issued  July 17, 2001 Effective  October 12, 2001

Issued by Avista Utilities
Thomas D. Dukich, Director of Rates & Regulatory Affairs

Exhibit No.

— (RLM-1)
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CERTIFICATE OF SERVICE

| HEREBY CERTIFY that | have served Avista Corporation’s filing related to the
Company’s submission of a status report and request for the continuation of a
PCA Surcharge in retail electric rates, by mailing a copy via overnight mail
thereof, postage prepaid to the following:

Ms Jean D Jewell, Secretary Bill Nicholson

Idaho Public Utilities Commission Potlatch Corporation

PO Box 83702 244 California Street
West 472 Washington Suite 610

Boise, ID 83720-5983 San Francisco, CA 94111
Conley Ward

Givens Pursley, LLP

277 North 6™ Street, Suite 200
P.O. Box 2720

Boise, ID 83701

Dated at Spokane, Washington this 8th day of August 2002.

Patty Olsnés

Rates Coordinator



A

~IVISTA
Corp.

News Release

Contact: Media: Catherine Markson (509) 495-2916 catherine.markson@avistacorp.com

FOR RELEASE:
August 9, 2002
8 am. EST

Avista Files to Extend Current Power Cost Adjustment Surcharge in Idaho
Existing electric rates for Idaho customers would not change

Spokane, Wash.: Avista Corp. (NYSE:AVA) has filed with the Idaho Public Utilities Commission
(IPUC) a request to continue the existing power cost adjustment (PCA) electric surcharge of 19.4
percent for an additional twelve months. If approved, there would be no change to existing electric
rates.

Last fall, the IPUC approved the current PCA that is set to expire on Oct. 11, 2002. At the
time of the approval, the commission directed Avista to file a status report related to continuing the
19.4 percent surcharge beyond the expiration date. Avista has filed that status report and is
requesting the surcharge be extended until Oct. 11, 2003, in order to continue recovering excess
power costs that Avista has incurred to serve its customers.

Avista makes no profit from surcharge revenues and is required to absorb the first 10 percent
of excess power costs. The PCA rate adjustment mechanism is designed to recover or rebate changes
in certain power supply costs that differ from those costs included in Avista’s base rates.

“The extension of the PCA in Idaho would allow the company to continue recovery of
wholesale power costs while offering our customers some of the lowest residential electric rates in
the country,” said Kelly Norwood, vice president of rates and regulation.

Avista’s request to extend the electric surcharge is a proposal, subject to both public review and a
decision by the IPUC. A copy of Avista’s application is available for review at the offices of both the
TPUC and the company. A copy of the application is also available on the Avista Utilities website at

www.avistautilities.com/prices/rates.

For more information on conservation tips, energy assistance programs, and bill payment

plans, visit the Avista Utilities website at www.avistautilities.com, or call 1-800-227-9187.

—more—



page 2 Avista Utilities Files to Extend Current Purchase Cost Adjustment in Idaho

Avista Corp. is an energy company involved in the production, transmission and
distribution of energy as well as other energy-related businesses. Avista Utilities is a company
operating division that provides electric and natural gas service to customers in four western
states. Avista’s non-regulated affiliates include Avista Advantage, Avista Energy and Avista
Labs. Avista Corp.’s stock is traded under the ticker symbol “AVA” and its Internet address is

www.avistacorp.com.

Avista Corp. and the Avista Corp. logo are trademarks of Avista Corporation. All other
trademarks mentioned in this document are the property of their respective owners.
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Important Notice for Idaho

Electric Customers
August/September 2002

Avista has filed with the Idaho Public Utilities
Commission (IPUC) a request to continue the
existing Power Cost Adjustment (PCA) electric
surcharge of 19.4% for an additional twelve months.
If the request is approved, there would be no change
to your existing electric rates; they will remain the
same as they are now.

Last fall, the IPUC approved a 19.4% electric
surcharge for each major customer class to expire on
October 11, 2002. On an annual basis the surcharge
amounts to approximately $23.6 million. The IPUC
directed Avista to file a status report to support
continuation of the 19.4% surcharge. Avista has
filed the status report and is requesting that the
19.4% surcharge be extended until October 11, 2003
to recover excess power costs that the Company
has experienced to serve its customers. Avista makes
no profit from surcharge revenues and actually is
required to absorb 10% of excess power Costs.

The PCA mechanism was originally approved by
the IPUC in 1989. The mechanism allows the
Company to surcharge or rebate changes in costs to
customers on a temporary basis based on the
difference between actual power supply costs and
the level of those costs reflected in base retail rates.

Avista’s request to extend the electric surcharge
is a proposal, subject to public review and a
decision by the IPUC. A copy of the Company’s
application is available for public review at the
offices of both the IPUC and the Company. A
copy of the application is also available on our
website at www.avistautilities.com under “Energy
Prices”, “Rates and Tariffs”.

If you would like information on energy
conservation tips, energy assistance programs,
and bill payment plans, visit our website at
www.avistautilities.com, or call us at 1-800-227-9187.
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